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INTRODUCTION

1986 was a watershed year for our
federal tax system in the United
States . The passage of a new tax law
that will rename and restructure our
tax code challenges all of us - taxpay-
ers, practitioners, and tax admirristra-
tors. More importantly, the new law
holds out the promise of a fairer, more
rational tax system .

The Internal Revenue Service spent
the eariv part of 1986 advising Con-
gress al~out the administrability of
proposed sections of the law. Our tax
reform agenda for the latter part of
the year included : gearing up to im-
plement the changes in the law that
were effective before year's end, set-
ting a course to handle the numerous
changes to come, and launching a
massive public education efforL

We are trying to anticipate all the
changes that may be necessary to
implment such a comprehensive new
law. We are confident that during the
transition most of the adjustments and
disruptions will be ternporary ~

In terms of our administration of
the tax system, 1986 had some stand-
out achievements:
• A virtually flawless filing season and

the successful introduction of an
electronic filing pilot project ;

• The delivery to revenue agents of
portable computers that are revolu-
tionizing the Services auditing tech-
niques ; and

• The creation of a new office for
international tax matters that
greatly streamlines our operations
and gives a new status to an increas-
ingiy important part of tax adminis-
tration . .
But beyond Lax reform develop-

ments and breaking new ground with
some exciting programs, 1986 was a
year when we asked ourselves some
basic questions about our on-the-job
performance. We asked not if taxpay-
ers are delivering to us but if we are
delivering to them .

Those who pay their fair share want
to be sure that we will collect the
taxes owed by those who do not.
Fqualiv important, however, all tax-
payers want to believe that in collect-
ing taxes, we will treat them fairly and
respectfully.

Z, 'ZQ, . w~~ ~., s " ~_ " xa, k ~ ~al. ~

This annual report, therefore, marks This means learning to think in new
the renewal (if our organization's com- way about ourselves, about our orga .s
mitment to the delivery of quality nization, about taxpayers and their
service to taxpayers. In reading the advisers. Making the transition isn't
narrative and checking the statistical easy but we are learning some inter-
charts, we suggest that you read be. esting lessons along the way.
tween the lines. The real story about The most important lesson is that
1986 won't he found in the numerical today's taxpayers want the same thing
results of programs but rather in our taxpayers have always wanted-qual-
decision to take stock of ourselves as ity service . And delivering quality
an organization and ask some tough service means concentrating on some
questions. old-fashioned values-paying attention

Are taxpayers being adequately to details, doing things right the firs t
informed about their responsibilities time, speaking to people in language
under the law? Are We answering they can understand, being receptive
their questions quickly, correctly, and to new and better ways of doing busi-
in non-technical language? When a ness.
mistake or problem occurs, do we No part of our organization is more
address it courteously and solve it important to delivering quality tax-
promptly? payer service than our attorneys .

Taxpayer support for our agency's Since the responsibility for writing the
mission is critical to the success of rules and regulations associated with
that mission . But taxpayers can't,com- tax reform Tests primarily with our
ply if they dont know what's expected attorneys, the quality of their perform-
of them . And taxpayers may be less ance is crucial to the public's under-
willing to comply if they believe the standing of its obligations under the
system is unfair, unresponsive, or un- I aw.
enforced. In addition to a very full tax reform

Our Lax system is based on an un- agenda, OUT attorneys have been work-
written contract between the Internal ing on some novel approaches to their
Revenue Service and taxpayers . In traditional business of litigating cases.
order to pay tire costs of living in a *They have been exploring ways to
civilized society, taxpayers agree to focus their legal expertise on the
voluntarily compute and pay their more significant cases, those cases
taxes. But they expect something that raise major policy issues or in-
more personal in return. That per. volve large amounts of tax dollar as-
sonal "something" is the confidence sessments .
that as they try to comply with their This year we began to review our
tax obligations, they will be treated counsel's role in our tax compliance
professionally, with dignity and re . process . Traditionally, an IRS agent or
Speer . appeals officer has relied on counsel

As we strive to improve our cus- for legal advice on a very small per-
tomer service, automation continues centage of their cases. Usually these
to break down the lines that separate cases either involved larger dolla r
our different functions. We can no issues with a legal question pending or
longer afford to think of ourselves in a unique technical or legal issue . We
narrow terms-as examination special- are exploring whether there are new
ists, or collectors of overdue tax, or and additional areas or ways that our
processors of tax returns. We are counsel could be helpful to us in de-
learning to put ourjobs in perspec- veloping our more specialized cases .
tive, to think about where we fit into
the tax system as a whole and how we
can better work together to serve the
public .

Our attorneys also are reviewing
various ways to reduce their inercas.
ing inventory of tax shelter cases . We
are not considerift cancelling taxpay .
ers' tax shelter debts. We are investi .
gating ways to handle our casework
more efficiently. Our refined methods
of analyzing cases make it possible to
predict the ultimate monetary settle .
ment that we can expect from a case .
Were exploring ways to obtain the
same dollar results but settle cases
earlier in the process.

Annual reports record important
facts and figures about an organiza-
tion . But long after we forget the facts
and figures that distinguish one year
from another, we remember the ex-
ceptional people . Our confidence in
our ability to do our job-now and in
the future-is built on confidence in
our people. They are our most impor.
tant and precious asset . Throughout
this annual report are snapshots of
some IRS people who make a positive
difference in our business of tax ad .
ministration .

We are featuring two executives-
Dick Wassenaar, assistant commis .
sioner, criminal investigation, and Tom
Laycock . assistant commissioner, com-
puter services-who dedicated their
professional lives to the IRS and died
at the height of their careers . They are
remembered in a special way not
because they were executives of our
agency but because they exemplified
all the best characteristics of an IRS
professional .

They both knew what it meant to
work their way up from the bottom .
They related well to people-taxpay.
ers, practitioners, and IRS employees
at all levels of our organization . In
refusing to settle for second best, they
set a high standard of performance .
Their competence, personal integrity,
and leadership made a lasting impres.
sion on all of us . We shall miss them
as friends and colleagues .

Lawrence B . Gibbs,
Commissioner

William F. Nelson,
Chief Counsel
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RICHARD C. WASSENAAR

Dick Wassenaar's career with the
Internal Revenue Service began as a
criminal investigator in Chicago in
1963 . He quickly rose to the supervi-
sory level and participated in one of
the most significant political corrup-
tion investigations ever undertaken by
the Service-a cooperative venture
with the U.S. attorney's office in which
a number of local politicians and busi-
nessmen were prosecuted .

lie rose through the ranks, accept-
ing posts of growing responsibility,
mostly on the West Coast . When the
IRS created the office of assistant
commissioner, criminal investigation,
in 1982, he was the first person cho-
scn for the job .

Throughout his career he stressed
the professionalism required of a
successful criminal investigator . lie
expanded the use of undercover inves-
tigations, search warrants and com-
puters, earning for the IRS a
government wide reputation for hard-
nosed, professional financial investi-
gating and fair, but aggressive,
enforcement of the nations tax stat-
utes. His reputation extended into the
legal profession, and he received a
special award from the American Bar
Association in 1986 for his outstand-
ing contributions in strengthening
relationships between the Bar Associa-
tion and the IRS in criminal tax en-
forcement activities.

THOMAS J. LAYCOCK

Thar Laycock came to the Internal
Revenue Service over thirty years ago
as a tabulating-machine operator in
his hometown of Lawrence, Massachu-
setts. He became a supervisor shortlv
afterwards, just as the IRS was taking
its first steps towards- automation . His
career rise paralleled the development
of the complex systems needed to
keep pace with the growing size and
complexity of the American tax struc.
ture. He made major contributions
towards that process throughout his
career.

After assuming the position of
assistant commissioner, computer
services, in 1983, Tom began a major
revamping of the automated data proc .
essing system, aiming to improve the
quality of data processing operations
throughout the Service. Many of those
improvements will remain in place
past the end of the century .

Tom received the Presidential Rank
Award of a Meritorious Executive in
1981, and the Commissioner's Award,
the highest IRS honor, in 1986 for his
accomplishments in tax administra-
tion.

I



COLLECTING
THE REVENU E
Service to taxpayers means many

things, among Which tile efficient

and timely processing Qftax returns

and refunds ranks high . In 1986 tile

IRS processed record numbers of

tax returns. and collected more

than $782 billion in. taxes, another

record. Tile service also tested

clectronieffling ofindividual tax

returns for the first time . Based on

tile successful results of this initial

experiment. plansfior 1987 include

expanded tests of electronic filing.

RETURNS RECEIVED

IRS service centers processed 188
million federal tax returns and supple-
mental documents in 1986 for a 5.5
pereent'inerease over the 178 .2 mil-
lion processed in 1985.

Over 85 .1 million, or 45 .3 percent
of all returns received, were individual
tax returns forms 1040 and 1040A .
More than 17 million individual =-
payers - 16 .6 percent of all individual
filers - used the simplified Form
1040EZ, compared cc nearly 16 .7
million in 1985, a rise of 1 .8 percent .
The number of individual taxpayers
filing Form 1040 increased 4 .5 per-
cent from 63.8 million to 66 .7 million
this year. (See statistical table 6for
details.)

Stopping errors before they oc-
curred was the emphasis in the re-
turns processing program in 1986.
"Quality improvement teams" of man-
agers from several areas reviewed the
operation as well as the end product .
The Service also put in place a
method for spotting more quickly any
procedures, instructions or other prob-
lems with the system itself that might
be causing errors . Giving managers
the information they need to correct
these systernic proble

ms
helps do

away with these types of errors.

TAX RECEIPTS

Gross revenue receipts, up 5 .3 percent
over 1985, rose to $782 .3 billion this
year; an increase of $39.4 billion. Indi-
vidual and corporation ine6me tax
collections accounted for ilmost two-
thirds of the total receipts. Individual
tax receipts totaled $416.6 billion, an
increase of 5 percent over last v at.
Corporation tax receipts rose 3 .9 per-
cent to $80.4 billion .

Employment taxes (.social security,
self-employment, .federal unemplrj~,
ment and railroad retirement),
which were 31 .2 percent of the total
revenue, hit $244 .4 billion, another
record high for more than five years
in a row.

Excise taxes totaled $33 .7 billion, a
decrease of 9 percent compared to
last year. (See statistical tables 1, 2
and 3jor details .)

REFUNDS

In 1986 IRS issued 77.9 million
refunds totaling $94 .4 billion com-
pared to 80.1 million refunds in the
amount of $86.3 billion in 1985 . Over
74 .2 million individuals receive d
$72 * 9 billion, including $469 million
in interest this year As of the end of
September 1986, IRS had issued re-
funds with interest on 3 million cut-
rent-year individual income tax
returns timely filed but not refunded
during the statutory interest-free per-
iod compared to 2 .1 million last year.
Individual refunds this year averaged
$982 compared to an average of $866
in 1985 . (For details, see tables 4
and 5.)

,~,juc Qf naturn

NUMBER OF RETURNS Grand total

FILEP BYPPJNCIPAL

TYPE OF RETURIN mf7~idum l

(Figures in thousands.

For details see

statistical table 6. )

ELECTRONIC FILIN G

The processing of paper documents is
a highly manual, time consuming
activity : opening envelopes, sorting
forms, assigning codes and, finally,
entering data on computer terminals
- and all . 1)), hand .

In 1986 IRS tested a process that
bypasses the costly paper operation
by accepting returns from the com-
puters of qualifying tax preparation
firms directly into the system . With
the number of tax returns prepared by
computers estimated to be about 13
million and growing rapidly, electronic
filing seems to Promise faster, more
accurate service to the taxpayer and
dramatic savings to the government .

Five tax firms in the metropolitan
areas of Cincinnati, Phoenix and three
North Carolina cities showed interest
and met the requirements for sending
data over telephone wires to the Cin,
cinnati Service Center, the center
chosen for the test . They transmitted
about 25,000 individual income tax
forms in the 1986 Pilot test. The

Declaration of estimated tax
Fid.ci.-

Partnenhi p

Corporation

Estate ta x

Gift ta x

Employment tax

Exemin organimlions

Employ- plans

Alcohol. tobacco and firearon ,

Excise tax

SuPplemental documents I

Non-master file ratu .W

9

19S5 1986

178.219 188.01 7

140.724 145 .69 6

99 .426 1012 .39 3

34 .225 35 .48 5

2.053 2.30 5

1 .717 1 .84 5

3.303 3.66 7

77 72

95 103

'6.8'4 27.92 1

431 4S 7

644 22, 1 4 2

397 520

796 1 .265

8.19S 9.795

71 17

MAS7ER FILE

The master file is a collection of all
IRS accounts for individual taxpayers
and for businesses, and it is stored at
the National Computer Center (NCC)
in Martinsburg, NXIest Virginia . Each of
the ten service centers transfers ac.
count information to the center on a
weekly basis. The number of taxpayer
accounts on the individual master file
grew to 139 million by the end of
September 1986. an increase of 4 .5
percent from last year's figure . For the
same period the number ofaccounts
on the business master file numbered
26 .8 million, an increase of 3 .5 per.
cent . The National Computer Center
processed 669.1 million changes to
the master file during the year, a de.
crease of 1 .1 million .

'Includes Forms 1040X, 112OX, 1-688,4868,7004,
7005 and 1041A .
' lri .iud .~ Forms 9431, 941141,11, CT-2,990BL. 6069.
1042,1120 DISC. 1120 IC DISC, 1120FSC AND 8404 .

streamlined processing permitted IRS
to issue refunds to 94 percent of elec-
tronic filcr~ in a matter of 314 weeks;
had the same taxpayers filed paper
documents, settlement would have
been three to five weeks later Only
three percent of the computer-filed
returns had processing errors, com-
pared to 21 percent with the paper
ones .

IRS is expanding electronic filing in
1987 to seven sites - one in each
region - and has increased the num.
ber of tax forms and schedules filed
electronically from nine to twenty.
Taxpayers filing clectronically in the
three original test cities may choose
to have their refunds posted with their
financial institution by electronic
transfer. A separate test in the An.
dover Service Center will focus on
electronic filing of some business
returns . Once the system is fully in
place in the early 1990's, possibly
more than 30 million taxpayers a
year may choose to file returns
electronically.

EARNED INCOME CREDIT
Low income taxpayers who keep a
home for themselves and at least one
dependent may claim the earned in .
come credit. And taxpayers who qual .
ify for the credit may choose to get it
in their paychecks in the form of ad-
vance payments during the year,
rather than wait and file for it on their
tax returns after the year is over. In
1986, 6 .2 million taxpayers claimed a
total of $2 billion, of which 9 1 .7 bil.
lion had been claimed in advance
payments .

Gross receipts

rose to

$782 .3 billion.
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NET INTERNAL

REVENUE

COLLECTIONS

(in thousands of

d,llan-.)

GRO,SSINTERNAL

REVENUE

COLLECTIONS

(in thousands of

dollars. For details see

statistical table 1 .)

Grand total

Source

Corporation income taxes

Individual income taxcs ~

Employment taxes. total

63 .5

Old-itge, sm-viv-'s . di .bility and hospital i . .. -ove 234.879,73S 736 .900 234 .142.838 34 .

Railroad retiremen t

Umunplo-ent imm-,.

gift taxesEstate an d

E . .i- to.-

Does not include interest paid on refunds. In the
narrative, the total refund figure of $94 .4 billi m .

eludes $1 .8 million of interest.
! Refunds of Forms 1040, 1040A AND 1040EZ mclud

mg withheld -.a, in.s PICA.

Source

Grand tota l

Imsorm, tax. . total

Corporation

Individual . total

10 .3

Cruss
Collectiona Rqfimd.' Amount Qftmal

961 100 .0782 .251 .SI2 92.600 .851 689 .650,

'80.441,620 17.29S .313 63 .143~307 9 .2

416.568.384 73 .286 .5662 343 .281 .817 49 .8

244 .374,767 990 .361 243,384.407 35 .3

3,833.640 6,243 3.827.397 0.6-

5 .661.389 247 .218 5 .414,171 0.8

-7,194 .956 237 .329 6,957,626 1 .0 -

33 .672 .086

I Does not include an aciJustment made by the Depart

mem of the Treasury after our books were closed to

increase "Individual income wes withheld by employ .
ers" and correspondingly decrease "Unemployment

ins... . .. .. by $396,387,000 .

I.-c or d--

474.072,327 497.010.003 22.937 .676 4 .8

77 .412 .769 80,441 .620 3.028.850 3 .9

Net Collections

Percen t

788.282 32 .883 .804 4.6
-

1986 Amount Pertsen t

53 .3 396,659 .558- 416 .568 .384 19.908.826 5 .13

Withheld byempioy-3 40.2

Other' 13.1

298 .975,3711 314 .441 .95311 15,466.582 5.~2

97 .684 .187

-
102 .126 .431 4,442,244 4.5

244 .374 .767 19 .160,200 8 .5
Employment taxes, tatall 31 . 2

Old-age, survivor's. disability and

hospital insurance. total 30 .0

Federal insurance contributions 28 .0

Self-ployment insurance
contributions

Unemployment insurance

Railroad retirement

Botate md Aift taxes

FAcise Mca. toud

Alcohol

Tobacco

Other

2 .0

0.7

O. S

0. 9

-4. 3

0. 7

0 .6

1 .0

Includes presidential election campaign fund amount

ing to $34,787,755.
' Includes presidential

-
election campaign fund amount .

ing to $35 .933,481 .
~ Estimated collections of individual income = with

held are not reported separately from old age, sumi-
vor's, disability and hospital insurance (OASDHI) cases

on wages and salaries. Similarly, collections of individ

us] income = not withheld are combined with OAS

DID =es on self-employment income. The amount of

OASDHI = collections shown is hased on estimate
,

100 .0 742,871.541 782.251,812 39.380.27 1

Percent of 1986
ecAleetirms 198.5

1-25,214,568

215,590.990 234,879.738 _19,288 .748 8 .2

201 .492,708 219,171 .256 17 .678,548 8 .8

14 .098 .282 15,70S.482 1,610,200 1 LL

5 .671 .797 5.661.3891 (10.407) -0. 2

3 .951 .78 1

6,579 .703

3 .833,640 (LIS.141) -30

7 .194,956 615,253 9. 4

37.004.944 33 .672,086 -11 0

5.398,100 S,647 .485 249 .385 4 .6

4.483.193 4.607 .945 124 .652 2

27.123 .651 23,416.756 (3,706.895) -13 .7

made by the Secretary of the Treasury pursuant to the
provisions of section 201(a) of the Social Security Act

as amended and includes 01 OASDIII m.. The

estimates shown for the two categories of individual

income =as were derived by subtracting the OAS,

DID tax estimates from the combined totals reported.

~ Does not include an adjustment made by the Depart.
ment of the Treasury after our books were closed to
increase "Individual income -es withheld by employ

ers" and correspondingly decrease "Unemployment
insurance" by $396,387,000 .

The Service

issued 77.9

million refunds,

totaling

$94.4 billion.

PENALTIES AND INTEREST
By law IRS must charge penalties for
certain infractions such as failure to
file' returns or make timely payments,
payment with bad checks, negligence,

false withholding statements and
fraud, unless there are extenuating
Circumstances. The law also gives IRS
the authority to charge interest on late
Payments and to cancel or lower an

interest charge when it is not justified.
In 1986 18.6 million penalties Were
imposed totaling $3 .5 billion . Of
these, 10.3 million penalties were

imposed on individuals, for a total of
$1 .8 billion, and 8 .3 million on busi-

ness returns, totaling S 1 .7 billion .
Penalties may be abated when a tax.
Payer Can show just cause that the
Penalty should not have been im .
posed in the first place . Interest
Charges totaled 83.5 billion on individ .
Ual returns, with reductions of $435 .6
Million . Interest charged to business
returns totaled $7 billion, lowered by
$2.4 billion when necessarv. Gener.
ally, the IRS may not reduce interest
due on taxes Owed, but in cases where
interest is not justified, it may be low.

ered or canceled as appropriate.

PRESIDENTIAL ELECTION

CAMPAIGN FUN D

All CitiZens and resident aliens who
Owe at least one dollar in federal in .
come tax may. choose to designate a

dollar from this tax to this fund, estab .
lished in 1972 . In 1986, 23 percent of
the total individual income tax re .
turns, or 23 .9 Million, showed designs .
tions to this fund of $35 .9 million .
The Cumulative amount credited to
the fund since it began in 1972 is
$467.2 million .

CONTRIBUTIONS TO REDUCE
THE PUBLIC DEB T

This was the fourth Year federal tax
forms carried a message inviting tax .
payers to make voluntary contribu .
tions to reduce the public debt. Those
who chose to do so could have Sent
separate checks, payable to the Bureau
of Public Debt with their federal tax
returns and take a deduction on the
next year's Lax return, subject to limi .
tations on charitable deductions . All
funds received go to a Special account
for this purpose . In 1986 there were
1,341 Contributions, totaling 8245,00D
Making the number Of contributions
9,659 and the total Contributed $1 .4
Million.

TAX REFUND OFFSET PROGRAM

If a taXpaVer fails to Make support
payments to a child or spouse who
receives public assistance, Congress

requires the IRS to withhold all or
part of the taxpayer's income tax re-
fund to cover the delinquent pay .
ments . This requirement has been in
effect since 1981 . Starting in 1986, the
requirement now includes applying

individual income tax refund, t~ P.
POrt payments for a child or spous eO'su
who is not On Welfare and to debts
owed to some federal agencies.

Through an agreement with the

Department of Health and Human
Services, IRS acts as Collection agent
for the state welfare agencies in all
child or Spouse support Cases . The
refund amounts reimburse the agen .
cies for the support they furnish
through aid to families 'with depen.
dent children. The state agencies turn
the funds Over to the parents .having

custody of the children in nonwelfare
cases . In 1986, 606,521 refunds Were
offset in the amount of $320 Million
to cover delinquent payments .

Other agreements with the Depart .

ments of Housing and Urban Develop.
ment, Agriculture, and Education, and
the Veterans' and Small Business Ad .
ministrations require the HIS to act as

Collection agent for delinquent federal
debts. Refunds were Offset for this
purpose on 273,327 individual in-

come tax returns in the amount of
$150 million.

w. a. , ,u 7 ej~, '51~~ILV - nke= _Mt,
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ASSISTING
THE TAXPAYER
7hxl)(kvcr.q have the right to expect

that IRS will provide them with

qualitv assistance in meeting their

obligations and responsibilities

under the ta:v laws. in filing their

returns . in resolving problems and

in getting accurate answcrs to

questions . 111 1986 IRS took steps to

bolster file taxpayer assistance

program with more training. Staff

and resources.

IRS gave

special help to

disaster victims

in 22 states.

8 1

11 9
Tax For.$& Instructions Distrilurted 298.0Million 314 .0 Million

Some 59,000 IRS-trained

-volunteers helped with

1.8 million taxpa~yer

returns.

45W 1 .3

ASSISTING

TAXI'AYERS

""ite. C-11 or Watk-i .

Total Requests for Assistance

Toll-Frec Telephone 37 .9,%fillion 41 .1 Million,
Account & Problem Resolution 6.2,%Iillion - S.9 Million
Teelone.]

Se-i-e for thc De d

Small Business

Non Toll-Free Telephone .3,%fillion .8'Villi m
Tele-Tax

Automated Res p

Refun d

Outreach

Community Sites

Correspondence

Walk-i n

Permanent Offiec ,

Tax Practition-

Filing Season only ]I S

With Foreign Language Assist 114

Libraries, Banks & Postal S-jec 52 .000

Di.-ter Assistance

states

Counties
Cities

T-pa_~er Fdoentiou

Taxpayer Returns Assisted

VITA & TCE Volummm

Students Who Recei-cl Understanding Taxes Material

Workshops

2 2

Ta"3-k(br-ati. .

Free Ad-ftising Recei-d $35-OMillion $34 .0 Millio n

Material Sent to print ad Electronic News Media 35,0(K) 30.000

Television Clinics

Radio Clinics

Eminnated Viewer s

Institutes

1985

54 .S,ifillimt 5N.9,itillio .

2 .6,Vfilli.,, 2.1 Million

2.388 2.876

7 .9,11ifli 8 .3 Million

1-5 Million 4.3 Millio n

6 .4Million 4 .0 Million

376 .000 4(K) .00 0

S .(XX) 6.60o

2,11 .000 160.000

8.1 Atillion 8 .1 Mill i

345 37 7

52150 0

22 14

250 11 1

58 N/A

1 .8 Million 1 .5,11illi-

59.000 50.00( )

4 .0bfillicn.

39.000 39.800

32 .000 37,40o

230 235

Law & Graduate Accounting Schools 2 2

Newspapers Gi- Tax Supplements 900 900
circulation 23.0,ifillirm 23 .0jifill i

m""o o~;~.q-wm

M.guin. with Public Service Ad ,

Circulation

Ad Valu e

Billbo.rdx

13

4

12.0 Million 10.1 Millio n

4,573 1 .90( )

94.0,%fillion 94 .0 Million

04.8 Million $4 .8 Millio n

1 .900 1.90 0

Wamm ietg wy.,
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WRITE, CALL OR WALK IN

In 1986 employees answering tax-
payer inquiries received improved
training to he able to fully respond to
the taxpayers' questions . All personnel
assigned to work on taxpayers' ac-
counts received additional mandonor-y
training on researching and resolving
account~relatcd problems. And all
employees who deal with the public
received, in addition to thL annual
refresher training, a special course on
Communication techniques which not
only stressed courtesy in answering
taxpayers' questions, but also included
training in listening skills . More expe-
rienced employees served as coaches
for new employees as they worked
through on-the-job training. With pas .
sage of the Tax Reform Act at the end
of the fiscal year, tax assistors received
training about the provisions of the
new law.

Taxpayers wrote, called or walked
into IRS offices in 1986 with 54 .8
million requests for assistance, com-
pared to 58.9 million in 1985 . There
were more contacts in 1985 than in

3986 primarily because of the out-of.
the-ordinary problems the Service

experienced in 1985 in processing tax
returns . More than 65 percent of the -
1986 total assistance requests oc-

curred between December 29, 1985,

and April 26, 1986 . Quality checks
showed that IRS responses to these
requests had an overall accuracy rate

of 93 percent.

TELEPHONE ASSIS1ANCE
There are three ways to phone the
IRS for assistance : the toll-free system
with trained assistors to answer the
phones for tax information or help
with account problems; Tele-Tax for
either recorded technical tax law in .
formation or the status of the current
year's refund: or a special toll-free
telephone service to order forms and
publications only.

This year Me-Tax doubled the num-
ber of telephone lines and the service
became toll-free nationwide . In addi-
tion the system can now answer re-
fund inquiries more specifically. For
example, the equipment, a computer-

based answering system, can tell the
caller what day the refund was mailed,
whether the tax return in question is
being processed, or that the return -
has been processed. If there is a proc-
essing problem, the Ticle-Tox message
advises the caller to contact the IRS
for more information .

Deaf taxpayers throughout the
United States, Puerto Rico and the
Virgin Islands continued to receive
toll-free tax assistance through equip-
ment designed specifically for their
use .

WALK-IN SERVICE

IRS offered walk-in taxpayer assist-
ance in inner city, business district,
suburban and rural locations, in per-
manent offices and at temporary sites
set up only for the busy period of the
year when taxpayers are filing returns.
Many of the offices offered foreign
:anguage assistance. Some 52,000
ibraries, bar4os; and Postal Service

locations helped IRS distribute more
than 298 million tax forms, instruc .
tions and publications.

DISASTER ASSISTANCE

In 1986 taxpayers in 22 states suffered
losses due to floods, hurricanes, torna~
does and other emergencies and disas-
ters. The IRS offered on-sitc assistance
to the victims by helping to prepare
amended returns for casualty loss
claims so that affected taxpayers could
get refunds as quickly as possible .

TAXPAYER EDUCATION

As in the past years, IRS distributed
Instructional materials to high school
and adult basic education students
through the Understanding 7&ves
program. Recently expanded, the sec .
tion on the economics of taxation now
includes a video/film series of six 15.
minute programs, entitled, Tax W)kvs :
Understanding 74xes. Since 1985,
over 11,000 teachers have been
trained in teaching 7bx Whys.

The Volunteer Income Tax Assist-
ance (VITA) and Tax Counseling for
the Elderly (TGE) programs trained
volunteers to assist low-income, non-
English speaking, handicapped and

elderly taxpayers with their federal, 15

state and local to men, and
Supplied other tax materials Place to turn when their previousaX returns . In addition to 8-5 million taxpayers, 230 0oo taxIRS employees not only traveled to

,

efforts to nesolve a tax problem h elocal sites through the Communit Practitioners and 500,0oo C
~P'Oyers failed . IRS employees themselves"Outreach TaxA i y, When taxPavers order printed mate

. identified and referred more than soS'%'~Stance Program and rialS from IRS*bv phone, the requests Percent of the 545,()Oopresenteoltseminars, on a variety
of tax go to the newiv-developed Centraliz d Cases handledtopics, bu they~ also helped conduct Invento*, and'Distribution Svstem C by this Program this Year The balance

workshops for small,business owners which is in the p,,cess of * ' I of the requests came from taxpayersand Participated
in tax practitioner automating and tax Practitioners who had hecomeinstitutes. and centralizing forms warehousing

and di aware Of this specialized serviceStribution, IRS is currently Con . through various sources of publicity.TAXPAYER INFORMATION solidating its eight distribution centers Besides handling individual prob
.across the nation into three straregj .The Service prepares a variety of ma- cally located sites The first faL lem cases, a large Part of the program

terials on taxes for both electronic an Alitv i nRichmond, Virgim . has been O'Cat . units to Prevent or correct Systemic
print media. IRS Participated in

d
Problems which arise in the tax

television and four radio tax clini
13 tional since October 1985; the second
cs in Bloomington . Illinois, began Opera. system itself. Problem Resolution

and Other special Programs nation . tion in October 1986; the third now
in recommendrajons in 1986 led to a

wide which not only gave viewers Fresno, Callifor-rii Policy for reimbursin g
topical a, will mOve to a new taxpayers fortax information but also al- Sacramento site in July 1987 IRS' .bank Charges resulting from the IRS'
lowed them to Phone in their = distribution centers fill

.
ed app

.
roxi.

incorrect
"!vies On taxpayers' bank

questions, The service produced in- mately 8.5 million taxpayer . accounts.
orcers, in Another recommendation intro~stractional videocassettes and made 1986, gencraliv within 48 hours of Ithe m,ib av able to the public through receipt of the request. need safeguards into procedures

ra es anu video outlets . Newspa .
pers and other print media across th

e
country receive materials for their
readers from the IRS, among which
the tax supplement _ a mult, .Page
Collection of tax information - is the
Most significant. In addition the Se,,
ice Publishes drop-in ads, billboards
and bus cards advertising the various
free tax help services the IRS offers to
the public .

FORMS AND PUBI,oCATfONS
In

an
on-loin' IRS effort to improve,he for.,, and instructions, emplovees

who have this responsibility contiiiiie
to meet with professional groups and
encourage comments from the generalpublic . This year IRS developed anumber of prototype tax forms as theTax Reform Act of 1986 Progressedthrough Congress to enactment . Oncesigned into law., the Act required that

some forms and instructions be de .signed and others he rewritten to re .
fleet the many provisions of the law.IRS Publishes booklets on more
th 100 specific tax topics and
makes thern available to the publicfree of charge In 1986 the Servicedistributed 4 miji-O -
ederal In,,, e 7 Copies 0 ]bur, 1 .9 million COp.ies of the fde for Small Busi.ness, 690, copies of the Farmer'si e of 6,1,0()o copies of theide or 0"1 ercial Fishe,

PROBLEM RESOLUTION
PROGRAM

The Problem Resolution Program
Continues to provide taxpayers with a

elating to levies on retirement i n
come. Other important developments
include a short form for fiduciary
income tax filers and procedures to
ensure

those given Power of attorneyby estates received appropriate no.
tices relating to rhe estate tax returns.

,
t~ q, ~07, 3P & ~
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ENFORCING THE LAW

The twopaying public deserves

assurance that their tax

administration is seeking out those

who arenotfulfilling their tao.,

obligations, coliceting the correct

amount (iftaxes due. and when

necessaiey, bringing Mininal

violators of the tax law tojustice .

IRS personnel assigned to these

tasks (ire highly .trained and skilled

prQfessionals. With the ever

increasing help of modern

technologies. they work to ensure

that (III taxpayers

pay ortly their

fair share of tax - no more!. no

less . Their goal : maximuin results

with minimum expense. The new

year the automated system collected

nearly two~thirds ofall delinquent

accannts it received without

resorting to additionalfield

contacts or processi
.
ng. Also In this

year of increasing global activity

IRS reorganized and consolidated

the international tax operation and

established the ciffice Ofthc

assistant commissioner.

international .

EXAMINATION RESULTS

IRS examined 1 .3 million returns in
11486 recommending additional tax
arid ~enaltjes on .9 million, totaliog
$19 .1 billion - a 12 percent increase
over 1985. Examination, re%ultea in
overassessments on 68,310 returns,
with refunds of 9737 million.

This Year IRS adjusted 212,000
Forms W-4 when employees under-
stated income or claimed too many
itemized deductions and personal or
dependency allowances . More than
45,000 taxpayers who filed false with-
holding information received the $500
civil penalty which applies in these
cases .

Its addition, service centers verifiedturn,
or corrected 584,028 re

s
by mail .

In total, the Service examined, verified
or corrected 2.03 percent of all re-
turns filed, compared to 2 .13 percent

in 1985. This program also resulted in

9796 million in recommended addi-
tional tax and penalties . While the
Service actually examined fewer re-
turns in 1986, the recommended addi .
tional tax was higher and the number
of returns with no change was lowe r

Continued emphasis
0.

fraud detec~
tion during the examination process
produced more than 8,000 fraud refer-
rals submitted to criminal investiga-

too. in 1986.
This penalty is equal to

50 percent of the entire additional tax
due if any part of the underpayment is
due to fratud, Plus ';0 percent of the
interest due on the Port ion of the
underpayment attributable to fraud .

automated examination -Vstem, for
.
instance . will make it possiblefor

revenue agents to .figare tax, check

. and write reports oilinventories

site with portable computers ]""ded

with state-of-the-art .9Qftworre.

Scmiee centers mse computers to

spot not on(y errors 011 t" retarns

lint also discrepancies between

figures all tax retnrns and the.

amounts on reportsfiled bYPUYcrs

qfincome. The automated
Collection systen, - just coin pleting

its secondfull year of operation
continues to show significant

improvementq over the collection

f,fficeflinction it replaced. This

AUTOMATED EXAMINATIOI\,
SYSTEM
In 1986, IRS contracted for up to
18,000 Porcableco Puters that -ighfewer than 17 pounds and fold twche
size of a

briefcase. This new 0 t
ment literally equip,

Put,' more than 40 IRS .
designed applications at the fingertips
of revenue agents. Labor intensivetasks of

the Past can now be done in a
fraction Of 4~C time. For example
agents coin calculate an individu~ll
net operating loss includin g
backs and carry-catrYlorwards, determine
the amount ofunrePorted incomebased on bank account analysis and
calculate the correct depreciation

. Theintegrated software package includes
word Processing, spreadsheet capabil-
it) ; graphics, data base management
and telecommunications . With thePortable Printers, agent, can print
standard and customized letters aswell as examination reports . Over6,000 revenue agents already have
received hardware and software train .ing on theseFuture Ph "laptop" computers

.es of the new systemwill include the i .troduction'of Mini/

q

I-er, computers, a ciLatur system to
help agents find reference matet-Us
Ind mainframe computers with

evenmore capabilities. Whbn the system isfully' in Place by 1989 it will
the quality of e~amj improve
sonnel pr~ductivi nations and per.

ty, while reducing
Overall examination costs .

Il" 'I'OPMATION RETURNSPROGRA M

Because of the computer capability
Match documents, it)

1986 IRS noti,to
lied more than 3~2

Million taxpayersOf leerning, discrepancies between
income the), reported on their tax
returns and income reported by pay .ers Of income on information returns .In additi

The engineering program is one of theoldest and most productive programs
within the examination division . Initi.ated during the First World War, the
Program has grown to its currentstrength of rough)), 360 mining,
Petroleum, industrial and general engi . .
neers, geologists foresters Ind aPprajs~ers . With the M,'-ljor portion of theirtime devoted to the examination of

Jarge corporations and tax shelters,
these specialists provide invaluable
service to both Appeals and Counsel.

on, the Service sent 3 .3 mil-
lion notices to taxpayers who appa,
endy failed to file federal lax returns

.S-(r%'jce centers received 8 .50 mflhou
information documents, including
over 21o million Forms IV~
Social Se - from the

curity Administration, andmore than 29 million from trusteesfor

contributions to individual retire.
men, arrangements and

simplifiedemployee plans.

ENGINEERING PROGRAM

RETURN PREPAREk PROGRAM

'
Return preparers like other profe,~.
sionals, maintain'. codc of ethicsand standards befitting their proles .sion. Both the IRS and Tetuni prepar-
ers have a duty to safeguard the rights
and respons'"it'i's of all taxpavcrs~and

when 'some unscrupulous Prepar-
ers violate their trust, IRS 'kuv must
Pena b ylize them. As of SePtc"cr 30,1986, based on certain preparer con .duct, IRS asserted 121065 return pre.Parer penalties .apply when t conduct penalties

he facts and circum
.

'
stances establish that a preparer has
negligently, intentional y, (it willfully
understated MN liabilit'! in the pre,"Paration of a return or

a claim forrefund ,

COMPUTER ASSISTEDAUDIT PROGRAM AND
STITISTICAL SAMPLING

Computer specialists ,in who at(! trainedcomputer systems, hardware and
Program languages, assist examiner s

cases involving computerizedrecords.
The IRS trains coincialists in Puter audit spe.advarcedstatistical

ence techniques so they ainfer.
then, either in e=m . ' pplymations or a,
expert assistants to other revenue
agents and

-initiation specialists.

Employee Plaits

isSued .141,077

detcr7nination letters ,

, - - , ~'. , wi~ , X6_ 4 -
m tam .4-ap
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RESULTS OF

CRIMINAL

INVESTIGATION

ACTIVITY-1986

Investigations
Initi.tLd

ln~cstigntions
Completed

P,asccution
Recammendatiom,

Indictments/
I .f .-mions

C.-ictimts
.

S-t-ino

Percent Rectiving
Prison Sentences

COORDINATED EXAMINATION

This program includes 1,436 of the
largest and most complex dom estic
and foreign-controlled corporations.
Teams of the most experienced exam

.

iners control and perform examina-
tions of these corporations . IRS
continually monitors the program to
ensure the highest degree of efficiency
and effectiveness . An executive level
task force is completing a study to
evaluate the program and mak~ rec.
ommendations for improvement. The
coordinated examination program
recommended tax deficiencies and
penalties totaling $8 billion in 1986.
(See tables 7 through 12for addi-
tional iriformation on examination
results.)

F-dulent
T=

ShOt-

illegal
T_

Protest-
N.-Aics Barik Scclcc~
Wicacil Act (Title 31)

All
Oth- Tota l

1986 1985 1986 1985 1986 1985 1986 1985 1986 1985 1986 198 5

312 326 338 447 1264 1188 354 338 3593 3766 5861 6065

335 334 464 608 1343 1277 369 250 3576 3442 6087 591 1

231 213 299 351 956 840 27.5 174 1763 1656 3524 323 4

1-14 92 338

8

345 817 673 204 144 1471 1198 29.54 245 2

7

' s

55

29

296 302 666 515 Jos 91 1283 1062 2460 202f

so 50 319 304 662 514 111 97 1246 1126 2418 2091

59% 66% 6096 61% "96 80% 60% 57% 56% 58% 61% 64%

ABUSIVE TAX SHELTERS

Abusive tax shelters are schemes de.
signed to create paper losses that have
no business or economic basis . Be .
cause of the demoralizing effect they
have on the tax-paying public, these
shelters have long been a target of
employees in examination, criminal
investigation and other enforcement
functions. e

As of Sept mber 30, 1986, the Serv-
ice had examined 184,249 returns
with tax shelter issues - an increase
of 42,826 returns over 1985 . Examina-
tions of 171 354 of these returns re-
sulted in mQ recommended
additional tax and penalties of $3 .7
billion .

Today criminal investigation detec-
tion teams in each service center
screen returns for schemes that could
be abusive shelters in order to block
improper refunds . To date the teams
have frozen more than $19 .5 million
in refunds that were directly assocli-
ated with abusive tax shelters . The
cases they have referred to district
offices have resulted in more than
1281 criminal investigations and civil
examinations of promoters and inves-
tors .

As a result of rules requiring tax
shelters to register with the examina,
tion division, organizations have sent
8,583 applications whose deductions
and credits substantially exceed in-
vestments. Promoters who overvalue a
shelter's assets by a large margin or

who make false claims about the shel-
ter may be subject to a penalty of
$1,000 or 20 percent of gross reve-
nues from the sale of the shelter- If
the promoter is subject to this penalty,
the Service will attempt to advise the
shelter's investors before they file
their returns that any deductions or
credits taken in connection with the
identified shelter will be denied and
that they will be subject to certain
penalties . in 1986 IRS issued 5,307
letters on 22 promoters during the
year and obtained court orders bar-
ring 15 promoters from marketin g
s

.
helters . This year in Ft. Lauderdale,

Florida, a tax shelter promoter was
sentenced to serve 62 years in prison
for aiding and assisting in the prepara-
tion of false federal income tax re .
turns and filing false personal federal
income tax returns. This represents
the longest prison sentence handed
down so far for a shelter promoter.
Further, the judge ordered the pro-
moter to serve at least 20 years before
being considered for parole. The
scheme involved some $50 million in
tax wrjteoffs with investor funds
routed thrZgh Liechtenstein, the
Cayman islands and the Bahamas .

ILLEGAL TAX PROTESTERS

Illegal tax protesters are those who
break the tax laws to protest govern .
mcnt policy. Unfortunately, they some .
times attract a large following of
people who fail to recognize the ial .
lacy in their arguments.

The founder and former president
of an illegal tax protest organization in
Atlanta, Georgia, was sentenced to
serve 84 years in prison for aiding and
assisting in the preparation of false
federal income tax returns .

A Cedar Rapids, Iowa, school .
teacher, who also is a "bishop"in a
California-based organization that sells
church charters and ministerial cenifi .
cares, was sentenced to serve eight
years in prison after being convicted
of conspiracy to interfere with or im .
pede the lawful function of the IRS .
Seven other individuals who had been
charged with taking false deductions
on their federal income tax returns
negotiated plea agreements and testi~
fied against the principal offender.

CRIMINAL INVESTIGATION

Voluntary compliance with the tax
laws in the United States self-assess:
ment system of taxation relies heavily
on the deterrent effect of successful
criminal prosecutions . IRS criminal
investigators long have been recog .
nized as being among the top finan-
cial investigators . Today, organized
crime, abusive tax shelters, illegal tax
protesters, high-level drug dealers,
Organized Crime Drug Enforcement
Task Forces, Bank Secrecy Act and
money laundering violations, and false
claims against the government are
among their priority enforcement
targets. While the examples which
follow are just a microcosm of the

total universe of successful tax prose .
cutions for criminal violations, they
illustrate a key issue: these are expen-
sive crimes. ~ot only do the courts
hand down substantial prison senten-
ces, but those convicted must also pay
fines, civil taxes and penalties in addi .
tion to serving prison sentences .

BANK SECRECY ACT
The Bank Secrecy Act requires finan .
cial institutions to report currency
deposits or withdrawals of more than
810,000 . The second largest bank in
New England %%,as fined $1 .2 million
for violations of the act. The bank
failed to report 31 separate with.
drawals of more than $10,000 each by
an alleged bookmaker. A West Covina,
California. man was sentenced to
seven years in prison for violating the
Bank Secrecy Act when he laundered
drug-related money.

QUESTIONABL E
REFUND PROGRA M

This program seeks to uncover those
individuals who file false or fictitious
tax returns for the purpose of getting
refunds to which they are not entitled.
Detection teams in each of the service
centers intercepted more than $10 .8
million in fictitious claims for multiple
refunds and referred more than 680
schemes to district offices for investi .
gation .

An Oak Harbor, Washington, man
was sentenced to serve three years in
prison for filing false refund claims
and for mail fraud. A former US. Navy
officer, he used names and social secu.
rity numbers obtained from Navy
billet rosters. A false refund detection
team blocked all of the more than
$350,000 in false refund claims before
any checks could go out . A former
revenue agent was sentenced to serve
four years in prison after being con .
victed of filing false claims for refund
in Lubbock, Texas . The scheme in .
volved the use of false Form NV2 pre.
pared with legitimate social security
numbers and employer identification
numbers obtained in the defendant's
accounting practice .

ORGANIZED CRIME
DRUG ENFORCEMENT
TASK FORCE S

The Service is asignificant participant
in the President's Organized Crime
Drug Enforcement Task Forces. The
investigation of narcotics traffickers
involves in-depth financial analyses by
special agents of the criminal investi .
gation division . These investigations
are in direct correlation with effective
tax administration and the fostering of
voluntary compliance among individ .
uals receiving income from illegal
sources .

A former assistant United States
attorney in Jacksonville, Florida, was
sentenced during the past year to
serve five years in prison for conspir-
acy to aid and assist a drug smuggler
hiL illegal profits from the IRS . fie
also was convicted on charges related
to money laundering activities . An ex.

Exempt Organizations

approved

43.007 applications.

NX
-4
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accountant from Florida was sen-
tenced to 35 years in prison and fined

$6 million for tax on money launder-
ing and drug-related violations when
evidence was introduced establishing
that he had laundered over $100 mil-
lion in illegal drug profits. Other cvi-

dence established that between 1973

and 1983 he had laundered over $1
billion .

A former assistant district attorney
in Kalamazoo, Michigan, was sen .
tenced to serve five years in prison for
tax evasion and for interfering with
and impeding the lawful functions of

the IRS. The charges stemmed from
his involvement in a multi-million
dollar drug ring.

COLLECTION

Collection is responsible for collecting
taxes where the amount owed is not
in dispute but remains unpaid. Collec-
tion secured $19 .6 billion in 1986,
compared with $18.3 billion in 1985 .

Of that sum, $9 billion was collected

as a result of the first bill . Subsequent

billings yielded $5 .5 billion, and addi-
tional action on delinquent accounts
generated $5 .1 billion .

AUTOMATED COLLECTION

SYSTEM

The automated collection system
(ACS) completed its second full year
of operation and increased in effi-
ciency to the point of fully collecting
nearly two-thirds of all delinquent
accounts it received without resorting
to additional field processing .

WORKLOAD PRIORITY AND
SELECTION SYSTEM

in July 1986 collection implemented
a workload priority and selection sys-
tem to more effectively manage its

growing inventory Computer models
predict the yield of cases in each of
seventeen workload categories, based
on historical data and the chbracteris .
ties of related tax returns.

When taxpayers fail to resolve their

accounts in ACS, this new system o
'
f

inventory control either issues the
accounts to the collection field func.
tion or holds them in a "queue." Ac-
counts in the "queue" are then
assigned to the field function based on
their predicted yield and on the staff-
ing available to work them.

SERVICE CENTER
COLLECTION BRANC H

The service center collection branch
(SCCB) is collectiods first point of
contact with taxpayers who may be
delinquent in filing tax returns and
paying taxes. In 1986 SCCB expanded
its traditional role of sending notices
and bills to taxpayers and responding
to taxpayer correspondence . When
IRS records show that a liability exists
and the taxpayer fails to file an in-
come or employment tax return,
SCCB now t~kes additional action .
SCCB will prepare and file the return,
assess the tax, and initiate the collec-
tion process. (For details on collec-
tion data, see tables 13 and 14 .)

INTERNATIONAL
IRS reorganized and consolidated all
of its international tax administration
functions - foreign operations dis-
trict, examinations international
programs section, and the tax adminis-
tration advisory services division -
into the office of the assistant commis.
sioner, international, to strengthen and
integrate the various activities of inter.
national tax administration. The new
office has all responsibility for interna-
tional tax program development and
compliance. This responsibility in-
cludes assisting in the development of
tax treaties and providing technical

n, M. .. ..........
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assistance to modernize and
strengthen the tax systems of foreign
and state territorial governments .

International coordinates informa.
tion exchanges between IRS and state
governments . The new organization
also administers IRS laws and related
statutes tus they apply to US . taxpayers
doing business or residing abroad,
corporations and businesses whose
books and records are maintained
outside the United States, and non-
resident aliens or foreign corporations
who receive or earn income from
sources within the United States. In
the interest of quality improvement,
international plans to change its scope
and direction to achieve long-term
effectiveness in such areas as treaty
relationships, operational research,
use of personnel overseas, automation

and federal/state exchanges. Working
toward more effective compliance,
this new office will conduct interna.
tional research projects, study compli .
ance and taxpayer assistance
problems and the issues involving
international tax consequences.

This office developed, implemented
and evaluated programs for the effec .
tive examination of the international
aspects of tax returns, the majority of
which involved multinational corpora.
tions. Some 400 specially trained
international examiners stationed in
21 key districts here in the states per-
formed these functions . International
further emphasized compliance in
1986 by giving special attention to
U.S . taxpayers operating in tax haven
countries, violations of reporting re-
quirements of the Bank Secrecy Act,
high-level drug traffickers, and the
Presidential Drug Task Forces . In
terms of taxpayer assistance, intema.
tional, working at larger US. embas.
sies, served over a half million US .

citizens living overseas. In addition,
representatives made regularly sched .
uled, publicized tours to embassies
and consulates in 72 cities and 35
countries . Revenue service representa.
tives, stationed in 14 overseas coun .
tries, are responsible for developing
and maintaining effective relation.
ships with the foreign governments
and expanding political and economic
contacts in their respective countries ,

Working with US. taxpayers in for.
eign countries is not the only foreign
involvement . International adminis-
ters the more than 35 tax treaties and
agreements the U.S . has in force
worldwide. These treaties and agree.
ments provide for information ex.
changes and relief from double
taxation contrary to treaty rules .
There are simultaneous examination



programs with Canada, the Federal Liberia and Saudi Arabia, and works
Republic of Germany, France, Italy on short-term projects with Jamaica,
Japan, Norway and the United Km4- Indonesia, Sri Lanka, as well as tile .
dom, and cooperative effort- with Inter-American School of Public Ad

Canada, Italy and France to conduct ministration in Brazil . In the US. Vir-
bilateral criminal investigations when gin islands, Trinidad and Tobago the
there are alleged significant tax viola . Service surveyed the Lax departments .

tions . The Service exchanges informa- It has given help to the Government
tion spontaneously with US. treaty of American Samoa and has received
partners, Australia, Canada, Denmark, foreign officials to observe IRS pro-
the Federal Republic of Germany, grams . IRS has famished instructors

fo tax ractitioner institutes at col.

a revenue ruling providing guidelines
for plan integration with social secu-
rity benefits under the Social Security
Amendment,; of 1983 . Another reve.
nue ruling required that if values un-,,,
der an individual retirement account,,
(IRA) are guaranteed or can be pro-,
jected, the trustee or issuer must in'
certain circumstances disclose to the
person buying the IRA what amounts
that person will be able to withdraw.

France, Italy, Japan, Norway, cuen r p EXEMPT ORGANIZATIONSand the United Kingdom, particularly ieges and universities and has give n
I-

when information concerns the world . two six-week seminars -r reirpi tax

wide operations and practices of administrators . In addition it gave the

multinational industries . And IRS first in a series of management semi-

shares information returns routinely nars in Spanish for managers from the
with its treaty Partners on income Government of Ecuador.
paid from sources within one country The assistant commissioner, intema .

to recipients who are residents in tional, is a member, with others from
the National Association of Tax Ad-

another f a federal-state coordi.
IRS executives are active in the ministrators, 0

Caribbean Organization of Tax nating committee to expand current c

Administrators, the Group of Four, the cooperative relationships between th

Pacific Association of Tax Admimstnl_ IRS and state Lax agencies .

tors, the Organization for Economic Recent successful accomplishments

Cooperation and Development and include joint state
.IRS fuel tax excum.

the Inter-American Center of Tax nation programs, training activities

Administrators (CIAT). The 1986 CIAT and long-range tax compliance plan-

Assembly elected the United States to ning .

serve as the First Counselor on the

CIAT Executive Council for 1986-8-7 . EMPLOYEEPLAN S

The IRS hosted the CIAT Technical The employee plans function enforces
Conference on the Application of
Automation for the Increase of Reve- the tax laws governing pension plans

nue in the Modem Tax Administra . by issuing letters determining whether

tion
. or not a plan qualifies under the law,

International is involved in almost examining returns to ensure that

every continent
. The Service gives plans are complying with the law and

publishing'rulings to clarify the law . In
long-term Lax administration advice to 1986 the Service issued 341,077 of

Costa Rica. Egypt, Indonesia, Jordan, these letters and examined 20,519

returns .
To improve and increase examina .

tions of retirement plans and unions,
the Service began discussions with
two Department of Labor agencies

,

Pension and Welfare Benefits Adminis .

tration and Office of Labor-Manage-
ment Standards.

During the year IRS issued several
revenue rulings providing guidance to
taxpayers who engage in arrange-
ments concerning adjustments to
certain minimum funding require-
ments and the determination of bene-
fits on a termination basis in defined
benefit plans. The Service also issued

Responsibility for many of the laws
that exempt organizations from tax
falls under the exempt organizations
function .

During 1986, IRS issued 15 revenue

rulings and procedures and 369 tech-
nia advice memoranda . The Service
also acted on 62,739 applications and
requests for rulings from organizations
and examined 21,837 exempt organi-

zation returns .
IRS published a revenue procedure

relieving some self-supported church-

affiliated groups from filing annual
information returns unless they both
serve the general public and receive
their support mainly from sales or
services, contributions from public
solicitations or government funding .

In addition the Service issued regu-
lations dealing with inquiries and
examinations of churches. These regu-
lations limit the circumstances under
which IRS agents may contacta
church. They apply to any inquiry or
examination of a church, convention
or association of churches to deter-
mine whether or not the group quali-

fies for tax exempt status, Owes tax OF'
unrelated trade or business activities
or is liable for tax for some other
reason. (For additional data on ein-

ployee plans and exempt organiza-
tions, see statistical tables 17
through 21 .)

MANAGING THE
TAX SYSTEM

A challenging part of the emssion
of the IRS is to manage the tax

system at the lowest cost to the
taxpayers. without compromising

the high level ofiluality and service
taxpayers should expect. These
efforts include tile reemitment and

development ofthe most qualified
people. the effective use of
buildings. equipment and other

.facilities : aped the continuing
search .for ways to work better and
more efficieniky. Proper

management of any systern
requires proper people using the
proper tools ofmanagernent . In
1986 a new assistant

commissioner area was estaleffished
to oversee the redesign ofthe tax

system. Research continued into

the areas of low compliance with

the tax lot&-;. And the Service

intemsiffed its efforte; to enhance

the skills and efficiency of its

people .
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TAX SYSTEM REDESIGN
The redesign of the tax processing
system is a massive effort to replace
and modernize all the ADP equipment
and application software for tax return
and tax information processing. The
size of such an effort requires an evo .
iutionary process that will spawn a
state, -of-the-arts processing system in
the 1990s . This system will feature an
expanded and modernized master file,
operating from a data base environ .
ment at a number of computer
facilities.

IRS processing and compliance
personnel will have immediate access
to up-to-date and on-line tax return
information . Telecommunication
equipment and automated information
processing will replace the shipping of
magnetic capes, much of the bulk
processing, and help reduce the proc .
essing, storage and retrieval of moun.
tains of paper.

In 1986 a Treasury order estab .
lished the office of the assistant com-
missioner, tax system redesign, to
effect the planning, acquisition and
installation of information technology
to satisfy the Service's processing
needs. The electronic filing project
described in chapter one is part of
this process.

LASER TECHNOLOG Y

Optical disks, which hold thousands of
pages of information and require little
space, may hold the key to solving the
problems of

I
ring and retrieving tax

"toinformation . Present technology would
permit storage of 16 cubic! feet of doc .
uments on it disk the size of a long .
playing record.

in August 1986 IRS began testing
the equipment used to store and re-
trieve tax return documents using
laser technology. The Files Archival
and Image Storage Retrieval test,
known as FAISR, should help solve
the storage problem in the future and
virtually do away with the misfiling of
tax returns . Future plans include test.-
ing other laser possibilities, such as
sending images to far-off sites, provid .
ing return images to other IRS sys.
tems and processing tax returns from
images on computer screens .
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AUTOMATED UNDERREPORTER

The underreporter program reviews
cases where the computers identify a
possible mismatch between an infor-
mation return, which reports to IRS
income paid to a taxpayer, and the
amount shown on that taxpayer's
return . This automated underreportcr
system will replace the present one,
which relies higbly on manual Pa

.

perwork. The new system will enable
IRS Lax examiners to examine and
close cases on computer terminals . It
will also do away with many clerical
tasks.

REVIEW OF ADMINISTRATIVE
FUNCTION S

in 1986 IRS reviewed all the adminis-
trative functions in the National Office
with the idea of moving, combining
or even abolishing some offices to cut
costs and improve operations. The
Service realigned the functions in the
office of the associate commissioner
policy and management, moved so~c
operations to other areas and elimi .0,
nated the p sition of assistant Cum-
missioner, support and services. Under
the new organization, there are fewer
levels of managers and overhead posi-
tions, and managers are responsible
for larger numbers of employees. The
results are lower overhead

costs,quicker responses to problems anti
the ability to anticipate and deal with
future issues more effectively.

PAYROLL IMPROVEMENTS

Working with Treasury, the IRS con-
thrued to devel op the Federal Civilian
Pay System, which will combine pay-
roll operations of all Treasury Depart-
ment bureaus under a single system.
The Service also put in place a new
automated personnel system, which
updates employee accounts directly

IRS began implementing a new
automated training system throughout

the nation, and by the end of 1987,

this system will be in place in 169
sites . Employees will then be able to

take courses in th
c

ir offices, rather
than in regional training centers, re,
suiting in large savings in travel and*

training time .

from a computer terminal and issues STRATEGIC MANAGEMENT
management information reports over- SYSTEM
night . This system helps IRS keep pace with

TRAINING AND RECRUITMENT the environment in which it operates .
Through this system the Service ca n

The IRS workforce grew from 96,705 identify trends or changes that affect
employees at the end of 1985 to its mission, formulate long-range goals
102,206 at the end of 1986 . The Ser- and strategies to achieve them and
vice increased staffing mainly i it the monitor progress in achieving those
service centers to bolster the process- goals . In 1986 IRS completed a num-
ing of tax returns and in examination, ber of initiatives designed to
collection and criminal investigation strengthen compliance with the tax
to boost compliance with the tax laws' laws, manage information technology,

Because employee integrity. dedica. maintain program quality and effec-
tion and expertise are critical to a tiveness in the face of rapid change
smoothly run tax system, in 1986 IRS and recruit and retain quality employ-
undertook several efforts to remain ees

'
The three initiatives described

competitive in recruiting and retaining below were completed in 1986 :
high caliber employees . One project * One important initiative compared
aims to improve not only relations methods used by IRS to quality con-
with colleges but the IRS image with trol programs used in the priv a'te sec .
college students as well; another be- tor. The resulting report recommends
gan efforts to better forecast staffing a model system for the service centers
needs and streamline recruitment and district offices which uses on-lin e
procedures. Four offices started testing reviews to lower the number of errors
programs to assist employees in ca . and correct more quickly those errors
reer choices, financial matters, reloca . that do occur.
tion and person al problems. Two sites - Another report on joint efforts with
began pilots of new health improve- state tax agencies has led to the estab-
merit programs to help employees lishment of a federal-state coordinat-

keep physically fit, with 11 other sites ing committee, made up of IRS and

scheduled to start in 1987. state agency officials . The committee
There is special emphasis on help- has agreed to pursue joint efforts in

ing managers and employees cope training, taxpayer service and compli-
with the growing presence of the com- adce matters, including training for
puter in the workplace. Focus 86, a field executives on ways to enhance
program on managing in an auto . joint cooperative efforts with the
mated environment, gave service cen. states .
ter managers a better understanding - The third report deals with the need
of the functions in their various offices to educate self-employed taxpayers on
and how they affect one another. New their tax obligations, it calls for long-
in-depth technical training helped term relationships with institutions in
employees in service center computer the public and private sectors to meet
divisions become more effective in the educational needs of the self-eni~
their work. ployed. Other recommendations in-

clude more tax information for the

SPACE MANAGEMEN T

in the past and for the most part, the
General Services Administration has
managed the buildings the IRS uses
both in Washington and in the dis-
tricts and regions. During 1986 the
Service took over the operation and
maintenance of the Brookhaven Ser,
vice Center in Holtsville, N .Y, and the
headquarters building in Washington,
D.C., and will assume responsibility
for 11 additional buildings during the
next year. The objective, under a 1985
executive order, is to give manage-
ment flexibility in the use of property
and to improve the quality of the
workplace for employees.

self-employed and better ways of get .
ting that information to them, as well
as a Servicewide commitment to edu .
cating self-employed taxpayers and to
increasing IRS awareness of the com-
pliance problems in that area,

RESEARCH

IRS research efforts focused on
strengthening voluntan, compliance,
cutting costs and improving the effi-
ciency of operations, and identifying
and analysing trends reflected in the
strategic plan. The electronic filing
project described in chapter one re-
sulted from these research efforts .

The rapidly advancing technology of
artificial intelligence offers great po.
tential for increasing both quality and
productivity. IRS has set up an artifi .
cial intelligence laboratory, and to staff
it, has trained a select group of IRS
employees at universities considered
to be at the forefront in this field.

Other important research projects
during the year included :
• Development of a computerized'

model to give government officials
ready estimates of the impact on
revenue of budget increases in IRS'
revenue-producing enforcement
programs ;

• A completed report on alternative
filing methods, which showed that
most taxpayers are either opposed
to or indifferent to staggered tiling
dates, or an extension of the filing
deadline to July 30 or September
30 ;

• The development of a model to
determine the best locations for
posts of duty in a district, with the
pilot test scheduled to begin in the
Jacksonville, Florida, District in
1987 .

THE TAX GAPAND
COMPLIANC E

One of IRS' greatest concerns is the
tax gap, that is, the amount of taxes
legally owed that is going uncollected.
The Service is studying in great detail

the size, composition and growth of
the tax gap. Studies now in progress
focus on income that individuals re-
ceive from partnerships, small busi .
ness (Subehapter S) corporations,
sales of goods furnished by informal
suppliers, tips and other sources . As
required by Congress, IRS is updating
tax gap estimates published in 1983
and projecting them through 1992.
The new estimates will help plan
methods of lowering the tax gap
and focusing on specific compliance
problems .

The Service is also studying ways of
using computers to deal with these
compliance problems . The aim is to
isolate specific abuses, then resolve
these cases through correspondence
and avoid costly and time-consuming
examinations . These studies include
efforts to identify unreported income
from real estate sales, payments-in .
kind and taxable pensions and annui .
ties, as well as ways to disallow
improper deductions for contributions
of property, such as works of art .

COMPUTER SERVICE S

This year IRS created a user-assist.
ance and computer-capacity manage .
ment office, which combined in a
single area the responsibilities for
ensuring the equipment could handle
the workload, integrating systems and
helping employees when they met
with problems. Newly-formed com-
puter services divisions in the service
centers, fully staffed with hardware
and software experts, were on call 24
hours a day, seven days a week. In
addition, a newly-established com-
mand center in the National Office,
also working around the clock, kept
an eye on the returns processing sys .
tem throughout the IRS to alert the
service centers of actual or potential
problems.

The Service awarded a contract to
replace some parts of the Integrated
Data Retrieval System. This system
allows service centers and district
offices to research taxpayer accounts
and to make changes to those
accounts . The aging terminals experi .
enced frequent and costly break.
downs, and the communication

processors installed in the late .1970s
could no longer accommodate the
volume of transactions .

The new system will help process
the workload faster and provide the
capacity to handle the expected
growth in the workload .

INSPECTION

Inspection, headed by the assistant
commissioner~ inspection, reports
directly to the deputy commissioner
and commissioner of IRS, thereby
assuring the complete independence
of the inspection organization .
Through its investigative activities,
inspection assists in assuring the high .
est standards of honesty, integrity,
loyalty and security among it, ; employ .
ees . Inspection also provides a con .
structive service to management
through its internal audit reviews and
appraisals of IRS operations . The rec .
ommendations coming from these
reviews enable those responsible offi.
cials to tahe actions to improve the
efficiency and effectiveness of opera-
tions and to improve internal controls.

i Research continued

nto areas oflow

compliance with

the tax laws.
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During 1986
the automated poten- were alow to identify and resolve M-

INTERNAL SECURITY payer and employee errors. The iden .
tially-dangerous,mpayer system, heseldnds'cation tificatior4and resolution of t

A commitment to quality and service which allows ready identifi of errors can significantly add to set .
must begin with reassurance to tax- of taxpayers who might present a i
payers that IRS employees live UP to danger to IRS

employees, continued vice center, collection division and

in alerting taxpayer service workloads .
the highest standards of honesty and to play an important part nded, amopg
integrity, and that these employees employees to potentially dangerous The report recomm

e
several changes' that IRS assign re-tecte

-will be pro _ d from efforts to cot situations sponsibillity for federal . deposit
rupt or threaten them while carrying in 1986 the Service investigated s to a single service center
out their duties . These tasks lie with 593 cases of alleged employee miscon . procedure

d create an information
security division. The duct . In the 398 cases where momage- manager an

the internal 'tion 134 resulted in system to monitor the processing of
high level of integrity of IRS employ- ment took ac

'
nd alert managers to

ecs is evident in the cooperation inter. employees being cleared, while 264 these deposits a
iving potential problems . other important

nal security receives in detecting cases resulted in employees rece ions include a method
fraud and corruption. such disciplinary actions as seporra- recommendat cpayer's name and

One such example involved an em, tions, suspensions and reprimands
. for checking the tw

ed identification number before they are
ployee who reported a co-worker',s Internal security also cOmPlet to err-'round investigationson printed on the deposit cOuPO U
suspicious behavior showing Potential 2,973 backg year and con- sure that deposits are applied to the
criminal misconduct. The ensuing employees during the ~
investigation disclosed a conspiracy ducted police record checks on per

. right taxpayers and a check (in name
a taxpayer and !red for temporary and identification number before the

involving an employee, sons consid
I

an accountant who were attempting to appointments
. deposit is entered in the master fi e to

identify erroneous deposits sooner.
defraud the government of $1 .6 mil- Management agreed with these pro-
lion by filing returns to get tax refunds is taking steps to correc t, Pro

e'mS .*that had gone out of INTERNAL AUDIT sals and
for corporations the bPus
business and by abating taxes, penal- The internal audit division reviews Besides improving operations and
ties and interest due from several operations throughout the IRS to find giving managers the ability to fix
taxpayers. The investigation led to ways to improve the efficiency and problems more quickly, internal audit
prison terms for the three CO . economy of operations and ensure the lace by

conspirators . effectiveness of service programs and recommendations Put in P

Another important investigation internal controls- management in
1986 will yield $605

involved the leader of a tax Protest Audits range from on,line reviews
of million in added revenues and cost

savings. The recommendations requir-
group who had contracted for the major systems acquisitions such as ing long-range actions will yield an-
murder of an IRS special agent. Dur . the automated collection system other $690 million.
ing the investigation, this individual (ACS) and major Service programs Internal audit also reviewed its own
also indicated that he would organize such as returns processing and the operations extensively to find better
a team to kill those judges who he Tax Reform Act of 1986 to managerial ways to improve their quality and
believed had deprived people of their compliance with internal controls at efficiency . one result of this review
rights. lie too was arrested, convicted the district and service center level . will be more local audit coverage with-

In one review, internal audit studied outduring decreasing national coverage lev,and sentenced to prison
. els and more timely feedback toInternal security investigations led the causes for major problems recom

.to the arrest or indictment of 158 non the 1985 filing season. The 36 service management on its quality
IRS individuals and 77 current or mendations to management addressed initiatives . This increased coverage
former IRS employees. Of the 259 the major problems, such It, inexperi, will be accomplished through moreas

taken enced e efficient use of resources and im-cases where judicial action w mplovees at the service cen-
in 1986, 236 resulted in convictions ters ineffective controls for findin

- 9
proved techniques.

or guilt), pleas, while 23 resulted in and'correcting documents and i m
dismissal or acquittal . Assaults and proper processing of magnetic tapes
threats decreased moderately in 1986 with tax and payment information.
with 947 investigations, compared to a Another important internal audit
record number of 955 a year earlier. A report focused on federal - deposits

total of 28 persons were prosecuted in made by employers to cover their
1986 for assaulting or threatening IRS payroll and other taxes . Auditors

employees . found that more than 700,000 O f
these deposits totaling $6 .5 billion
would result in incorrect bills, penal .
ties, refunds or inquiries for delin .
quent returns because control systems
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INTEGRITY PROGRAM
The combined efforts of internal audit
and internal security focused on pro .
grams to prevent and detect fraud.
Internal audit completed 26 audits of
highly-vulnerable areas, such as identi .
fying control weaknesses which al .
lowed an imprest fund cashier to
embezzle $8,000; and inadequate
procedures for processing automated
collection system (ACS) site mail
which enabled a mail clerk to steal
approximately 12,000 pieces of mail,
including 850 remittances totaling
$800,000 and 533 unprocessed origi.
nal tax returns. Internal security con.
ducted 25 tests of high-tisk activities
where there is potential for corruption
that could affect IRS integrity. During
the year, the division conducted
probes for the purpose of determining
the extent of narcotics usage and at-
tendant usage of embezzled funds to
provide the narcotics. In one particu.
lar test, three individuals who con .
spired and embezzled $75,000 in
remittances for the purpose of financ .
ing the distribution of narcotics were
detected, arrested and sentenced to
prison terms: Internal security made
presentations to more than 23,000
new and incumbent employees to
enhance their awareness of the high
standards expected of Service employ.
ees and to provide guidance in the
recognition of potential hazards.

Cost orcollecting $100

in 1986: 49 cents.

PRODUCTIVITYIMPROVEMENT

In an effort to improve productivity,
IRS works not only through its own
programs lout also through govern .
ment-wide productivity initiatives
which show promise of either more
revenue or lower costs . During 1986
the Service funded 13 of this type
project. Some examples include :
0 A system to automate the updating
of the Internal Revenue Manual : This
manual includes internal procedures
for all IRS functions . Change and re-
view of the manual required combin-
ing pen-and-ink entries from several
offices . The automation of this process
should result in faster, error-free re-
views so that the manual is in the
hands of employees with up-to-date
information . To taxpayers, this means
uniformity, consistency and equity in
the way their cases are handled .
- A processor to read and collate
cancelled checks : This equipment,
now being tested by criminal investi .
gation in the Pittsburgh District, reads
the magnetic ink on the bottom of the
checks, records the numbers and cre-
ates a cheekspread. The process is
critical for reconstructing a taxpayer's
income for the year and will save
considerable time and labor over the
present manual system.

A system to store and research trial
documents : This system electronically
reads and stores typewritten material
such as pleadings and motions, then
searches for information based on key
words given by the researcher. It is
used primarily to prepare for trial .

In 1986 IRS had $600,000 for fund-
ing projects such as these . Beginning
in 1987 there will he $2 million avail-
able for central and regional funds and
for awards, since many of these ideas
come from employee suggestions .

The Service is committed to review
over 300 activities such as mail
rooms, motor pools, engineers, and
ADP services to determine if they can
be carried out more cost-effectively by
private sector contractors . In only two
of 18 reviews finished so far has an
outside bid been more economical
than in-house performance: document
disposal in the Cincinnati Service
Center and over-the-counter forms
distribution in Baltimore District. In
1986 there were 82 of these reviews

'011A413~~'_'



in progress, with another 252 to be
finished by the end of 1989 . To make
the process itself more efficient, IRS
plans to centralize the review

of multi-site activities such as machine serv.
ices (10 sites), returns files (10 sites)
and records research (60 sites).

The Service, looking for productiv
ity gains by improving management
activities' is tracking 10 functions that

directly affect the public, such
as examining returns, collecting
delinquent taxes and processing re-
turns. The projects resulting from
these reviews include the electronic
filing project, the integrated collection
system and the automated examina.
tion system, all discussed in earlier
chapters.

CASH MANAGEMENT

IRS continued effort,; to speed up the
deposit of tax payments to save gov-
ernment interest costs. Use of the
Treasury Department's lockbox net-
work for the second year to receive
estimated tax payments from Florida
and Illinois taxpayers saved over $10
million in 1986 .

STATISTICS OF INCOME (SOI)

IRS contributed to the new tax reform
legislation in many ways, but particu-
larly by preparing tax return statistics
for the Department of the Treasury's
Office of Tax Analysis and the Con.
gressional Joint Committee oil Taxa-
tion. These statistics are critical for
determining the impact on revenue of
present and proposed legislation .

The Service issued statistics of in .

come
publications covering individual

income tax returns for 1984 and cor-
porate income tax returns for 1983,

source books showing detailed finan-
cial data for corporations and partner-
ships for 1983 by industry and a
comprehensive publication addressing
international tax issues. In addition

IRS published the quarterly SOI Bul-
letin, which presents key data in ad-
vance of SOI reports or in place of
SOI reports formerly published . Fi-
nally, IRS issued the individual in-
come tax model for 1984, which is a
microdata magnetic tape file consist-
ing of selected income, deduction and
tax items taken from a random sample
of individual income tax returns. This
file consists of approximately 94,000
unidentifiable records representing

the 99 million returns filed. Tile pri-
mary use of the file is to simulate the
administrative and revenue effects of
tax law changes.

DIRECTOR OF PRACTIC E

The director of practice administers
and enforces regulations for individ-
trals who represent taxpayers before
the IRS.

In 1986 IRS published new regula-
tions requi ring continuing professional
education for enrolled agents, individ-
uals who~ after passing an examination
on tax law and administration, have
the right to represent taxpayers before
the IRS and the United States Tax
Court . Enrolled agents must have
completed 24 hours of tax-related
courses by January 31, 1987, then 72
hours in each subsequent three-year
period. There are over 36,001) en-
rolled agents, including 1,916 who
passed the test in 1986 .

The Service also began work on
uniform standards of care for tax prac-
titioners who advise their clients on
positions taken in tax returns . The
new standards will replace divergent
and often conflicting criteria for the
different professions which practice
before the IRS . When in place, these
standards will provide guidance to
practitioners, taxpayers and IRS em-
ployees about the type of advice prac-
titioners may give without concern
that they will be subject to discipline
by the IRS

.
In 1986, the Service took

disciplinary action against 117 attor-
neys, enrolled agents, enrolled actuar-
ies and others for violations of the
regulations.

LEGISLATIVE AFFAIRS

The legislative affairs division nioni-
tors; the progress of tax and any re-
lated legislation which is of interest"t
the service . The division develops ..'
legislative proposals and coordinat -s
with other service activities in the
drafting of legislation, prepares and
monitors plans to implement newly-
enacted tax legislation, and develops
testimony for delivery by IRS officials
before congressional committees. At
the close of this Year, the division was
tracking nearly 130 bills, and had
developed or reviewed a number of
legislative proposals .

The division has been working with
the tax reform process since 1984,
and during 1986 continued working
closely with the tax committees in the
I louse and the Senate, as well as the
Conference Committee, as the tax
reform bill moved into its final form .

Tax reform was not-the only con-
cern of Legislative Affairs in 1986 .
The division also coordinated prepara-
tions and follow-up activities for 23
congressional hearings, handled 41
final and IS draft General Accounting
Office issuances, and answered nearly
liptio congressional telephone inqui-
ries and over 8,400 written congres-
sional and other requests .

The division issued the second edi .
tion of the "Guide to the Internal
Revenue Service for Congressional
Staff' and delivered the third annual
congressional "kit" of tax forms and
publications to nearly 2,000 congres
sional offices nationwide. They issued
legislative fact sheets as needed on
such pertinent topics as the provisions

of
the Consolidated Omnibus Budget

Reconciliation Act (COBRA), and
published the first Legislative Affairs
Update, a means of sharing informa-
tion with field and National Office
executives .
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COMMITMENT TO
QUALITY SERVICE
In keeping with a serious cbmmit-
ment to improving quality service-
wide, the Commissioner established
Quality Council, composed of the
associate commissioners, regional
commissioners (North Atlantic and
Western) and ev officio, the assistant
commissioner, human resources and
management support and the execu .
tive secretary During 1986, IRS con .
ducted extensive training of
executives and managers in the prinei .
ples of Dr. Joseph Junin, a noted qual .
ity expert, particularly the Juran
Trilogy : quality planning, qualitv con .
trol and quality improvement, and his
definition of quality as fitness for use
and conformity to specifications.

Dr. Juran gave one day of a two-day
seminar to senior executives, and
Florida Power and Light personnel
with IRS people from the Ogden Son,.
ice Center led the second . Both Fl .r.
ida Power and Light and the Ogden
Service Center have successfully ap-
plied Jurans theories . Selected facilita .
tors from each region and assistant
commissioner area then attended a
two-week team leader and facilitator
training course taught by Florida
Power and Light . In addition all candi-
dates in the Executive Development
Program receive training in the practi .
cal applications of Dr. Jurans philoso .
phy.

Training of employees is but one
aspect of the commitment to qu6:ty
service. IRS adopted five quality prin .
ciples as a polio), statement which, in
summarY, address a quality climate,
product and service quality, respon .
siveness, the quality improvement
process and evaluating systems con .
sistent with and reflective of these
principles.
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EQUAL EMPLOYMENT
OPPORTUNITY (EEO)
The Services concern for it, ; employ .
ees and applicants is evident in its
EEO Program. Not only did the in .
crease in the overall numbers of
women, minority and handicapped
employees in the Service continue
during 1986, but EEO Program admin .
istration was itself advanced in three
areas: training of EEO Program offi .
cials : automation of certain EEO re-
porting and monitoring process-, and,
establishment of four regional com-
plaint processing centers

.The delivery of timely and relevant
training for those IRS employees who
serve in full-time, part-time, or collat .
eral duty EEO positions is the subject
of a special initiative . During 1986 the
IRS published seltinstructional mate .
rials for managers and EEO program
officials and the newly designed class .
room materials for EEO Counselor
Training.

As part of its streamlining of the
administrative complaint process, the
Treasury Department established four
regional complaint centers. The cen.
ters, located in Washington, D.C. ; Chi-
cago, Illinois ; Dallas, Texas; and San
Francisco, California. will provide
complaint processing for all Treasury
bureaus located within a defined geo .
graphical arm The goal of the centers
is to reduce the time required to proc .
ess a complaint of discrimination filed
against the Treasury Department and,
thereby, enhance the credibility and
viability of the system for those em.
ployees and applicants who may have
a concern about discrimination . A
significant improvement in the quick
processing of IRS complaints has al .
ready resulted from the delegation of
certain complaint processing authori .
ties to regional commissioners, re-
gional counsels, and regional EEO
officers .

In addition, the Service completed a
study on providing reasonable accom-
modations for handicapped employees
and members of the public under

Sections 503 and 504 of the Rehabili .
tation Act of 1973, as amended. The
result was the approval for clearance
of a new Policy statement on reason .
able accommodation .

In 1985, the IRS began a two-year
Pilot Program with Historically Black
Colleges and Universities (HBCUs)
Pursuant to Executive Order 12320.
During the pilot, the IRS provided, at
no cost to the host institutions, in .
structors in accounting and incom e

for seven institutions and over
1260 student-;. In 1986, the IRS de .
cided to continue the program which
relies on funding provisions of th e
I nter-Govern mental Personnel Act and
to expand the role of its instructors to
include recruitment at the HBCUs .

Increase in overall

number,,; of women,

mi iron 0y and

handicapped

emplclyees continued.

%7151 V1.71
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TAX REFORM LEGISLATION in order to publish Service position
CHIEF COUNSEL on additional significant emerging tax

I A lar e role in - f c nsel continued to

Tire office of chief Counsel

functions as tire legal counsel to tire

Commissioner OfInternal Revenue,

represcuting the Coin joissioner tn

caseafiled with the US . 7hx court.

providing legal advice to IRS

personnel. preparing ridings.

procedures and regulations to

provide guidance to the IRS and the

public and advising on tire

administrative aspects of proposed

legislative changes-

Chief Counsel p aye a , issues, C e on

the development Of the new tax re- identify issues for publication from

form act . Attorneys from the legisla- sources other than letter rulings and
tion and regulations division and the technical advice memorandums, such
employee plans and exempt oiganiza- as submissions from various prof4s:

Units division participated in drafting sional and industry associations for
sessions, reviewed and commented on requested guidance and tax articles
draft legislation and committee re- from a number of periodicals and

ports and attended mark-up sessions. journals . Some examples include: Be%,.

Special task forces analvzed all Rul . 86-124,1986-44 IRB 4, which

phases of the evolving legislation - provides guidelines prescribing the
the Administration's proposal, the manner in which the income limits
House Ways and Means Committee applicable to mortgage revenue bonds

spreadsheets
'

and the Senate bill . By and mortgage credit certification are
identifying numerous technical prob- to be applied to meet the require-
lems in reform provisions and devel . ments of Section 1201 of the Tax Be-

oping solutions to marry of them, the form Act of 1986; and Rev. Rol . 86-97,

task forces were able to correct potcn~ 1986-3 .3 IRB 4, which provides guide-

tial administrative problems in the lines for determining whether a

law. Both IRS and taxpayers will bene- pickup truck or van meets the defini-

fit by being spared from having to tion of a "qualified nonpersonal use

wrestle with rules that would not work vehicle ." in addition, the Service i s

as intended and could be impossible increasingly using revenue ruling, and
to administer, revenue procedures to provide guid-

Another benefit of the detailed anal- ance in areas not yet covered by rcgu-

ysis of the legislation as it evolved was lations .
that the task forces laid the ground-
work for timely implementation of the INTERNATIONAL ISSUES
most far-reaching tax changes in ove r

30 years . Even as congressional delib . Chief Counsel established the new

erations on the bill continued, Chief office of associate chief counsel, inter
a.Counsel w s making tentative judg national, which parallels the new of

ments on the schedule for issuing the fice of assistant commissioner,
most urgently needed technical guid- international, discussed in chapter
ance, Attorneys began work on marry three. This major reorganization corn
of these projects even before the Pres. bines in one area the many interna-

ident signed the law. tional operations and responsibilitie s
Providing timely guidance on new that have previously been divided

tax legislation is an important part of between the litigation and technical
the emphasis on quality. With assist- functions of chief Counsel . The duties
ance front taxpayers and practitioners, of the associate chief counsel, interna-
the of Chief Counsel is deciding tional, include advising the new offic e

office t commissioner, interns,which issues require early guidance, of the assista n
and is working diligently to address tional, on tax aspects of international
these issues as soon as possible . transactions.

Because of the importance of regu-
lations projects in the international
area, Chief Counsel is holding round-
table conferences with tax practitiOn .
ers on the status of regulations pro-

jeers and the interpretation of
proposed and temporary regulations,
including those on outbound transfers
of business property, Possessions cor .
poration tax credit and overall foreign
losses . This office participated in ongo .
ing tax treaty negotiations, including
those with India, Turkey, the Nether-
lands Antilles and numerous Carib.
bean Basin countries .

REVENUE RULINGS AND
REVENUE PROCEDURE S
The IRS published 211 revenue rul .
ings and revenue procedures in 1986 .

After an evaluation of the publica .
tion program for revenue rulings and
revenue procedures, several changes
were made during 1986 aimed at in .
creasing quality and timely service to
the public. These changes included
revising the way of drafting and clear-
ing proposed revenue rulings and
procedures, and developing a "fast
track" system for publishing the Se,
ices position on significant issues.

Chief Counsel also intensified its
program for developing automatic
change revenue procedures in the
area of accounting methods and peri.
ods. Without the benefit of revenue
procedures granting automatic ap-
proval of changes in accounting meth .
ods or periods, taxpayers, because of
the Senice's heavy workload, would
have been required to wait several
months before receiving a ruling on a
requested change . By relving on a
revenue procedure, taxpayers no", can
make routine accounting method and
accounting period changes under the
guidelines that would have been ap-
plied had they requested a ruling.

PRIVATE LETTER RULINGS AND
TECHNICAL ADVICE REQUESTS

Chief Counsel acted On -12,500 re .
quests during the yearmcluding
15,000 involving accounting methods
and periods .

The rulings divisions continued to
rule and provide technical advice on a
number of significant issues, such as :

- whether a limited partner has
basis in a partnership interest because
of a contribution of a letter of credit
and assumption agreement to the
partnership ;

*
whether employees participating

in a nonqualified deferred compensa-
tion plan are currently taxed on con .
tributions made by an employer on
their behalf to a so-called "rabbi"
trust;

I what is an acceptable method for
Phasing costs of nuclear facilities into
the rate base without violating nor-
malization rules ;

- whether costs of package design
should be capitalized;

I whether the costs of abandoned
nuclear power plants are deductible
by a public utility ;

- and whether the conversion of a
mutual life insurance company to a
stock life insurance company qualifies
as a tax-free reorganization .

ADMINISTRATIVE APPEALS
The appeals division is responsible for
resolving tax controversies, without
litigation, on a basis that is fair to both
the government and the taxpayer, and
in a way that enhances voluntary
compliance and public confidence in
the tax system . Appeals officers, lo .
cated in major cities, meet with tax.
payers and their representatives and
are usually successful in resolving the
disputed issues .

During the year, appeals did a sur.
vey to measure the taxpayers' satisfac .
tion with the appeals process . A large
majority of the taxpayers surveyed
said they are happy with the courtesv
and competence of the appeals offi . "
cers and the fairness and impartiality
of their decisions .

In 1986 the valuation branch, for.
merly a part of the individual tax divi .
sion, became part of the appeals
division . This branch'helps establish
the fair market value of financial as .
sets, real estate, art objects and intan .
gible property. During the year the art
advisory panel recommended adjust .
ments of $16 .7 million, lowering the
value of claims for property donated
to charity by a net of 54 percent and
increasing estate and gift appraisals by
75 percent net.

The appeals tracking system, a com.
puterized information management
system, was brought on line nation.
wide in 1986 . This system provides
the ability to determine the current
status of any appeals case, including
the appeals officer assigned. dollar
amount involved, and statute of limita .
tions deadline . Appeals also launched
a long-range planning effort to ensure
the division's effective-and efficient
operation well into the 1990's while
maintaining its present high standards
and quality.

During 1986 appeals offices reached
agreement in 90 percent of the
29,967 cases closed that were dock .
cted in the Tax Court and in 85 per.
cent of the 37,043 nondocketed cases.
Of these 67,010 closed cases, 19,874
or 30 percent were tax shelter cases.
In addition, appeals closed 4,491 pen .
alty appeal and employee plan/ex .
empt organization cases .
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MANAGEMENT INITIATIVES

in 1986 Chief Counsel completed the
implementation of the counsel- auto-
mated tracking system nationwide .
The system now gives management
and ' cys the ability to retrieve
information such as litigation due"no m
dates, a Cross reference of cases by
related projects and issues, and vari-
ous case and management reports .
Counsel started a continuing manage-
ment education program, providing a
comprehensive management training
program through in-house and vendor-
sponsored seminars for its executives
and managers .

Based on the successful use of para-
legals in " Angeles, Manhattan, and
other district counsel offices over the
past several years, the Chief Counsel
approved a 150 percent increase in
the number of paralegals in field of-
fices. Paralegals will play a major role
in all aspects of field activities allow.
ing field attorneys to work on 'the
more complex and challenging cases.

Rt,gi..
REGIONAL OFFICES North Atlantic
CASELOAD REIIORT- tlid-Athriti.

ALL CASES Southeas t
Centra l
mid-t
skarthwest
W"tern
Total region ,
National office
Grand total

Recruitment and hiring of attorneys
was decentralized to the regional
counsel and associates chief counsel.
An automated recruitment process
gives each region access to a com-
puter data base containing nantes of
applicants for attorney positions, their
law school, class standing, preferred
employment locations, and other in-
formation .

The rulings division also received
direct-hire authority, putting them on
an equal footing with the rest of the
Chief Counsel in aggressively seeking
to hire the best qualified applicants .
The associate chief counsel, technical,
and the five division directors began a
program of visiting law schools to
interview applicants and to speak at
recruiting seminars.

CASE MANAGEMEN T

During 1986 Chief Counsel studied
the distribution of attorney staffing
and Tax Court receipts and inventory
among the seven regions . Based on
the study, counsel began adjusting
staffing levels, with increases going to
the southwest and western regions,
and transferring some Tax Court cases
among the regions to increase effi-
ciencyand distribute the work more
evenly.

pending
Oct. 1. 1 9S5 Reccieed '

15.376 13.17 9
13.499 10.41 0
10.837 11.058
6. 1) 0 S 9.535
9 .8s.5 9.56 1

14.528 11.684
36.287 26.48 1

107.317 91.90 8
2.029 599

109.346 92 .507

I Receivedstatista~ are net numbers, i .e., actual
number of ctu~ received plas ., minus tram,,fers and
adju,stmenu, to prior years~ receipts .

in the criminal tax: area, the mid-
west region pilot program, which pro-
vidcs a mechanism for resolving the
criminal aspects of a case on an expe-
dited basis, was extended nationwide .
Cases which qualify for this progiam
are those in which

.
a taxpayer isf.epre-

sented by counsel and expressiis an
early desire to enter into plea negotia-
tions .

The general litigation division also
began studying possible ways of reduc-
ing the number of bankruptcy cases
being referred to Chief Counsel . Since
the Bankruptcy Code became effec-
tive in 1980 the number of cases has
increased dramaticallv. In 1980 dis-
trict counsels received 3,811 cases; in
1986 that number rose to 10,941
cases, ail increase of 187 percent This
now represents over 36 percent of the
total time spent by field -attorneys on
general litigation cases.

Pending
iNsp.-d Sept . 30,198 6

12.619 15.936
9,469 14.440

10.136 11 .759
6.515 9.925
8.238 M20 8

10.074 16 .138
16,778 45 .99 0
73.829 125.39 6
306 2.32 2

74,135 127.718

Court
Action

TRIAL COURT Decided in favo r
CASE RECORD of the governmen t
(Opinio- e .dtrcd- Decided in favor
refund litigation )

UNITED STATES
TAX coun-
OpINIONS

for the government

19s.5

District
Goto-i

1 9S6 198.5
Number 41 46 16 7
P-ent 66 .1 76.7 65. 7
Number i s

taxpayer and partially Number

of the tti.p.-

Decided partially for

Total opinion,%
5.0 9.1

Tota l
111 1 6 viss 19st,
"4'- - -(is 3 2H

71 .8 65 .s 72 . 4
64 90 S'- 101

25 .9 22 3

21 2(, 24
5 .3 S., 5.3

-62 60 1-54 39 3

luhhhed,Summary & So 11 Memorandum &Tuee ease bench Regular beucj~
"Itinito. opinto"

P-liling 1-tv (1-devii.. line) 7,Ts5-Tsc, -19S5 11186 198 5Decided in favor
of the governmen t

Decided in favor
of the taxpaye r

Decided - Role 15 5

Nli~.elhureota,

Total opinion,

44 1
53.4 4N.6

30 I s
4 .5 3. 1
2(,S 339

Total
198 6

351 813 705
3') .9 50.8 45 .7

54 6 1
.1 . 5 .3.4 4. 0

.3"6 614 66 4

.116 453

40.4 37 .4 45.()
99

38 .4 43.0
W2 119 113

1.7 10.9 11 .6
693 663

Four outxianding Chief Coullsel

attorneYs were appointed us visiting

Professors at leading law schools.

2 3

percent 1-9 .1 18.3 15 .2 22 .9-

1'ercent 4 .8

Number 37,- - .1.5 4
pt,rttau 53. 7
Number 2 6
Pere.to 3 .8
Nurnher 1-75
Percent 39 .7
Number 20
percent 2.9 7 .4 7.3

907 NNO 1,600 1 .543

CONTINUING PROFESSIONAL
EDUCATION

The New York Uni,ersitvARS Continu .
ing Education Program ' Pleted its

e" msixth Year in 1986. Ten graduate-level
tax law courses and four advanced
seminars were offered during 1986.
Full-time tax law professors, selected
from the country's leading law
schools . teach the courses and semi.
nars . During the first six years, 2,809
Chief Counsel Professionals com .
pleted courses and seminars in this
program .

All states requiring continuing legal
education for attornL

-
vs who want to

maintain bar certification have ac .
cepted these courses and seminars in
fulfillment of their requirements .

i-- Ag zp-
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ACADEMIC INTERNSHIPS
AND EXTERNSHIP S

The summer of 1986 began the fifth
year of the professor-in .rLsidence pro-
gram in which two professors each
spend a year in Chief Counsel's office .
During their residency, the professors
provide legal advice to the Office of
Chief Counsel, familiarize themselves
with the varied problems confronting
senior tax administrators and research
significant issues.

During 1986 four outstanding Chief
Counsel attorneys were appointed as
visiting professors at leading law
schools . As visiting professors, these
attorneys teach tax law subjects an
undertake research assignments lea -
ing to law review publication .

REGULATIONS
Despite the demands of tax reform
legislation during 1986, Chief Counsel
had drafted in preliminary or final
form 76 percent of the 426 projects at
the end of the year ; 137 were eirculat-
ing for signature or comment . In addi-
tion, a number of significant proposed,
final or temporary regulations were
published. Among these were projects
dealing with original issue discount,
taxation of fringe benefits, the treat-
ment of a partner's distributive share
from a parntership, partnership and
church audits, and the treatment of
certain stock acquisitions as asset
acquisitions.

Chief Counsel also published scv-
cral major projects in the tax exempt
bond area, a comprehensive set of
temporary and proposed regulations
on various technical issues under the
employee benefit plan provisions of
the Ta~ Reform Act of 1984, and final
regulations on procedure and adminis-
tration relating to the classification for
federal tax purposes of investment
trusts with multiple classes of owner-
ship.

LITIGATION

The litigation function of Chief Court-
so] continued to seek ways of closing
the existing Lax shelter caseload,
which now accounts for over 50 per.
cent of the Tax Court's inventory. The
goal is to dispose of these cases on a
fair and reasonable basis as quickly as,
possible .

To ensure that oases having broad
legal significance or large tax deficien .
cies are given the attention they de-
mand, senior attorneys in the special
trial attorney program, international
special trial attorney program and
industry specialization program han .
dle them .

INDUSTRY SPECIALIZATION
PROGRA M

Over 100 employees from several
areas of Chief Counsel participate in
the industry specialization program.
Using their expertise in the practices
and issues of 17 major industries, such
as pharmaceuticals, banking and rail-
roads, teams of attorneys tender ad.
vice to the examination division and
its industry specialists to assure that
issues arising in specific industries get
consistent treatment. Attorneys were
reviewing 86 industry-wide issues at
the end of the fiscal year.

RECEIPT AND ]'ending Oct . 1 . 198 5

DISPOSXL Received during yea r

OF GENERAL Dispota,drd

LITIGATION CASES Pending Sept . 30.1986

Court

20.32 8

26 .103

25.746

20.685

SPECIAL TRIAL ATTORNEYS

The special trial attorney staff ex-
panded from 22 to 29 with the crea-
tion of one additional position for
each region to be devoted to intertia-
tional cases. Special trial attornl~s
handle the largest, most sign Witt
and most difficult citses in the country.
The program won some important
cases during the year, highlighted by
the significant wins in Gu(( Oil Corf).
u Commissione r

EMPLOYEEPLANS

The Lax litigation division is develop.
ing a specialized staff to expand its
involvement in the employee plans
area. Its objectives are to represent
the assistant commissioner, employee
plans and exempt organizations, by
litigating Tax Court declaratory judg-
ment cases and by coordinating dis.
trict counsel and Department . of
Justice employee pla

'
It litigation . The

special staff also provides litigation-
related advice to the assistant commis-
sioner's staff, district counsels and the
regional commissioner,%' staffs .

Norr-courr Want

1 .503 21,831

7.316 33.41 9

7,263 33.009

1 .556 22.241

All Tux Couff Q..

UNITED~TATES

TAX COURT CASES

On th oatri&

of doll-)

Pending
Oct . 1 . 1985,

Tax, and penalties
Ntunber 1'. Daf-
of" disynne rained

72 .836 $13.777.406
Rucci-d 48 .787 5.892.338
Disposed 37 .937 3.340,597 $7.58tS64
Pending

Sept . 30.1986 83.686 16,31-9 .14 7

'Includes incomc, PI-fits, estate and gift and
declaratory judgme.t cas _
'Adio,aed to reflect U.S. Tax Court figures.

A91

i~prj

ABUSIVE TAX SHELTER S
The tax litigation and criminal tax
functions continue to assist the IRS in
its effort to identify promoters of and
investors in abusive tax shelters and
to bring the activities of the pro .
moters to a halt through the use of
injiunctions, prosecutions and penal,
ties . Pre-filing notification letters were
sent to investors with information
concerning the tax ramifications of
their transactions with specific tax
shelters. Certain Promoters challenged
this procedure, hut through the efforts
of the disclosure. litigation division
the government prevailed in both
district and appellate court proceed .
ings on this issue. An appeal, however,
is pending for one adverse district
court decision .

Tux C-_

Taxes and penalties
N,,.b,, in Deter,
o.fenses di~l re rained

11 .255 $37,61 3

14.587 42 .125

13.814 40.396 $17,384

12 .028 39.34 2

In 1986 the number of docketed tax
shelter'cases increased to over 50
percent of the Tax Court's inventory
in response to efforts by =imination
to move older cases forward for reso .
lution. However, the shelter litigation
p roi. ect approach adopted by Chief
Counsel has maximized the most
efficient use of attorney and clerical
resources, Approximately two-thirds of
the docketed tax shelter cases are
worked as part of a litigation project .
The number of litigation projects has
more than doubled in the past year .
Each project is managed by a single
attorney or tearn of attorneys, tvho~
together with it key appeals officer,
establish a uniform settlement posi .
tion . The project attorney is also re.
sPonsible for developing the litigation
position for all investors within the
particular project. This approach en .
hances consistent treatment for inves.
tors and more efficient litigation and
resolution of cases.

Proseention coses reeciacd
ft,- -intinal in~tigutnoi

MATTERS

RECEIPT AND Total up . . d
DISPOSAL OF Total clo,sed
CRIMINAL TAX GO-0-d-li.ed

Department of Justice declined

U.S. attorney declined

Prosecutions completed

Opird .n.

Pending Oct . 1 . 19S 5

Total requested

7but] tendered

['ending SePt . 30. 1986

3 .52 4

3 .24 1

49

17 1

295

2,72 6

19

58

5 5

2'
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A .tion

APPELLATE COURT Decided m f., .r

CASE RECORD '

LITIGATION INITIATIVES

Efforts have continued to enhance
previously implemented litigation
programs in the general litigation and
criminal tax functions . In 37 of the
district counsel offices, attorneys have
been appointed special assistant US .
attorneys . In addition, eight district
counsel attorneys, designated by the
Attorney General as special assistant
U.S . attorneys in connection with the
Criminal Trial Attorney Program, suc-
cessfully prosecuted 37 criminal tax
cases resulting in pleas or convictions
in the United States District Courts.

. oftheo,vernatent

Meid,,d in frivor
of the taxpayer

for the government

C."M
qfAppcut~

1985 1986

Number 328

Percent 84 .8

Number 45

peteem 11 .6

Deeid .d partiAly for
ui.pstyer muf pm-thilly Number 1 4

Totril pinm-

- R.fund-im imd - - .a --

pereern 3 .6

387

428

Supreme
Court

1985 1986

2 3

875 100.0 7!54 0

4 7

9 .6

1 4

2 .9

489

- '25.0

2 4

GENERAL LEGAL SERVICES

The general legal services division
provides legal advice on the federal
tax refund offset program, which pro-
vides for collecting debts owed the
federal government, such as federally
insured student loans and child sup-
port obligations assigned to ! ;rates for
collection . The division also helps
defend lawsuits challenging collec .
tions under this program . General
legal services successfully defended
IRS and its employees againstactions
filed by tax protestors and worked
with the Department of Justice t o

an ~ (31-hig,

convince the courts to impose penal
ties, fines or sanctions against protes
tors for filing frivolous lawsuits. The
division continued to advise on stand-
ards of conduct and ethics questions
involving both IRS employees and tax
practitioners. in addition, the division
provided all legal advice and litigation
support in the area of government
contracts and acquisitions .

09 Re-itus Reeekedstatisti-mmtnumberi; . i .e.
actualnumberofea-receivedlAmor
mima irumfers and adjwrotents to
pn -3ma- reeeipts .

~ Pedi.9

I
;;,4 3 7

STATISTICAL TABLE S

Tible I.-Internal revenue collections
1)), sources and by internal revenue
regions and districts, states and other
areas 38

Table 2-Internal revenue collections
by sources 4 3

Table 3-Internal revenue collections
by principal sources 4 4

Tible 4.-Amount of internal revenue
refunds including interest 4 6

7hble 5-Number of internal revenue
refunds issued 4 7

7bble 6-Number of returns tiled 48

Tible 7-Returns filed, examination
coverage and results (1986) 50

Table 8.-Retums filed, examination
coverage and results (11985) 5 2

Rible 9-Additional tax and penalties
recommended after examination by
class of tax and by internal revenue
regions and districts and other
areas 54

Tible 10-Number of returns
examined by class of = and by
internal revenue regions and districts
and o ther areas 5 5

Vible IL-Returns examined by
examination divisions 5 6

7bble 12. -Examinations resulting
in refunds (Excluding claims for
-refund) 5 6

Tible 13-Results of collection
activity 5 6

7bble 14.-Civil penalties assessed
and abated 5 7

7hble 15-Appeals division workload
not before the Tax Court
(Nondocketed) 5 8

7bble 16-Appeals division workload
petitioned to the Tax Court
(Docketed) 5 8

Vible 17-Requests for EP/EO tax
rulings and technical advice
(Closings) 59

Thble IS.-Determination letters
issued on ERISA employee benefit
plant 59

7hble 19-Numbers of exempt
organizations returns examined by
type 59

Tible 20-Number of active entities
on exempt organizations maste r
file 60

74ble 21 .-Disposal of exempt
organizations applications 60

74ble 22-Internal revenue
collections, costs, employees and US .
population 6 1

7bble 23-Costs incurred h~, the
Internal Revenue Service by
activity 6 1

7bble 24-Costs incurred by the
Internal Revenue Service by office 62

Thble 25-Personnel summary 64

7bble 26.-Chief Counsel cases
received 64

7bble 27-Chief Counsel receipt and
disposal of cases 65
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Table I .-Continued

(in thousands of dollars)
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Table 2 .-Internal revenue collection by sources
(in thousands of dollars )
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Table 2-Continued
(in thousands of dollars)
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Table 3-Internal revenue collections by principal sources

(in thousands of dollars )
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Table 7.-Returns riled, examination coverage and results (1986) Table 7.-Continued
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Table 8 .-Returns riled, examination coverage and results (1985 )
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Table 9.-Additional tax and penalties recommended after examination by class of tax and by
internal revenue region and districts and other areas
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Table I] .-Rcturus examined by examination divisions Ibble 14-Civil penalties assessed and abated
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Table 15-Appeals Division Workload Not Before the Tax Court (Nondocketed )
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Table 1 7-Requests for EP/EO tax rulings and technical advice (Closings )
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Table 20.-Number of active entities on exempt organizations master rile
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Table 24 .-Costs incurred by the Internal Revenue Service by office
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Table 24.-Continued
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Table 25-Personnel summary
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Tabk 27-Chief Counsel receipt and disposal of cases
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COMMISSIONERS OF
INTERNAL REVENUE

Office of Commissioner of'] aternal
Revenue created by Act of Congress,
July 1, 186 2

G
'OBOE S. BOUTWELL

MassachusettsFJ
uly 17,1862/March 4,1863

JOSEP11 J . LEWIS
Pennsylvani a
March 18,1863/June 30,1865

WILLIAM ORTO N
New York
July 1, 1865/Oct . 31, 1865

EDWARD A . ROLLINS
New Hampshire
Nov 1, 1865/March 10, 1869

COLUMBUS DELAN O
Ohio
March 11, 1869/Oct. 31, 1870

ALFRED PLEASONTO N
New York
Jan . 3,187]/Aug. 8,1871

JOHN W. DOUGLASS
Pennsylvania
Aug . 9,1871/May 14,1875

DANIEL D . PRATT
Indiana
May 15,1875/Juiy 31, 1876

GREEN B. RAU M
Illinois
Aug . 2,1876/April 30,1883

WALTER EVAN S
Kentucky
May 21, 1883/March 19, 1885

JOSEPH S . MILLER
West Virginia
March 20,1885/March 20,1889

JOHN W. MASON
West Virginia
March 21,1889/April 18,1893

JOSEPH S . MILLER
West Virginia
April 19,1893/Nox~ 26,1896

W. STJOHN FORMAN
Illinoi s
Nov 27,1896/Dec. 31,1897

NATHAN B. SCOTT
West Virginia
Jan. 1, 1898/Feb. 28,1899

GEORGE W. WILSON
Ohio
March 1, 1899/Nov 27, 1900

JOHNW. YERKES
Kentucky
Dec. 20,1900/April 30,1907

JOHN G . CAPERS
South Carolina
June 5, 1907/Aug. 31, 1909

ROYAL E . CABEL L
Virginia
Sept. 1, 1909/April 27,1913

WILLIAM H . OSBORN
North Carolina
April 28,1913/Sept. 25 . 1917

DANIEL C . ROPE R
South Carolin a
Sept . 26,1917/March 11, 1920

WILLIAM M . WILLIAMS
Alabama
April 1, 1920/April 11, 1921

DAVID H . BLAI R
North Carolin a
May 27,1921/May 31, 1929

ROBERT H . LUCAS
Kentucky
June 1, 1929/Aug. 15,1930

GUYT. HELFVERING
Kansas
June 6, 1933/Oct. 8, 1943

ROBERT E. HANNEGAN
Missouri
Oct . 9, 1943/.Jan. 22, 1944

JOSEPH D . NUNAN . JR .
New Yor k
March 1, 1944/June 30, 1947

GEORGE J. SCHOENEMAN
Rhode Islan d
July 1, 1947/July 31, 1951

JOHN B. DUNLA P
Texas
Aug . 1, 1951/Nov. 18, 1952

T. COLEMAN ANDREWS
Virginia
Feb . 4, 1953/Oct. 3 1, 1SP55

RUSSELL C. HARRINGTON
Rhode Islan d
Dec. 5, 1955/Sept. 30, 1958

DANA LATHAM
California
Nov. 5, 1958/Jan. 20,1961

MORTIMER Al . CAPLIN
Virgini a
Feb . 7,1961/luly 10, 1964

SHELDON S . COHEN
Marylan d
Jan . 25, 1965/June 22, 197.1
RANDOLPH W. THROWEk.
Georgi a
April 1, 1969/.Iune 22, 1971
JOHNNIE M . WALTERS
South Carolina
Aug. 6, 1971/April 30, 1973
DONALD C . ALEXANDER
Ohio
May 25,1973/Feb. 26, 1977
JEROME KURTZ
Pennsylvani a
May 5, 197 7/Oet. 31, 1980
ROSCOE L . EGGER. JR.
I nolian a
March 14, 1981/April 30, 1986
LAWRENCE B . GIBBS
Texas
Aug, 4, 1986/pr9sent

The following were Acting
Commissioners during periods when
there was no Commissioner holding
the office :

jOSEPH J. LEWIS of Pennsylvania
from March 5, to March 17, 1863

JOHN W DOUGLAS of Pennsylvania
from Nov 1, .1870, to Jan. 2, 1871

HENRY C . ROG ERS of Pennsvlvania
from May 1 to May 10, 188j, and from
May I to June 4, 1907

JOHN .J. KNOX of Minnesota
from May I I to May 20, 1883

ROBERr WILLIAMS, .IR . of Ohio
from Nov. IS to Dec. 19, 1900

MILLARD F WEST of Kentucky
from April 12 to May 26, 1921

HE MIRES of Washingto n
from Aug . 16 to Aug . 19, 1930

PRESSLY R. BALDRIDGEof Iowa
from May 16 to June 5, 1933

HAROLD N . GRAVES of Illinois
from Jan . 23 to Feb . 29, 194 4

JOHN S . GRAHAM of North Carolina
from Nov. 19, 1952, to Jan . 19, 1953

JUSTIN F WINKLE of New Yor k
from Jan . 20 to Feb . 3 , 1953

0. GORDON DELK of Virgini a
from Nov. 1 to Dec . 4, 1955, and from
Oct. I to Nov. 4, 1958

CHARLES 1 . FOX of Utah
from Jan . 21 to Feb . 6, 1961

BERTRAND NJ . HARDING of Texas
from July 11, 1964, to Jan. 24, 1965

WILLIAM H . SMITH of Virginia
from Jan . 21, to Aug. 5, 1971

HAROLD T. SWARTZ of Indiana
from June 23 to Aug. 5, 1971

RAYMOND F. fIARLESS of California
from May I to May 25, 1973

WILLIAM E. WILLIAMS of Illinoi s
from Feb . 27 to May 4, 1977, and from
Nov. 1, 1980, to March 13,1981

JAMES 1, OWENS of Alabam a
from May I to Aug . 3,1986

PRINCIPAL OFFICERS
OF THE INTERNAL
REVENUE SERN71C E
as of September 30, 198 6

NATIONAL OFFIC E

COMMISSIONER
Lawrence B . Gibb s

DEPUTYCOMMISSIONER
James 1 . Owens

ASSISTANT TO THE
COMMISSIONER
Richard C. Stark

ASSN'TANT TO TI I E
COMMISSIONER
(Legislative Liaison)
Vacan t

DIVISION DIRFCTOR
Legislative Analysis
Gayle G . Morin

ASS187ANT TO THE,
COMMISSIONER
(Public Affairs )
Ellen Murphy (Acting)

TAXPAYER OMBUDSMAN
Jack G . Petrie

ASSISTANT-TO THE
DEPUTY COMMISSIONER
Vacan t

EXECUTIVE SECRETARY
George A . O'Hanlon

INSPECTION

ASSISTANT COMMISSIONER
John M . Rankin,Jr.

DEPUTYASSIS`FANT
COMMISSIONER
Kenneth A . Thompson

DIVISION DIRECTORS :

INTERNAL AUDIT
Erwin Sobin

INTERNAL SFCURITY
C . Arnold Decke r

DATA PROCESSING

ASSOCIATE COMMISSIONER
M . Eddie licirommus

TAX SYSTEM REDESIGN

ASSISTANT COMMISSIONER
Vacant

COMPUTrR SERVICES

ASSISTANT COMMISSIONER
Vacant

DEPUTY
ASSISTANT COMMISSIONER
Daniel N. Capozzol i

DIVISION DIRECTORS :

HARDWARE
Richard NV. Marsh

COMPLIANCE PROCESSING
SYSTEM S
Gerald A. Rabe

PLANNING . BUDGETING
AND REVIEWS-IAFF
Donald E. Curti s

TAX PROCESSING SYSTEMS
Walter A. Hutton

USER ASSHWANCE &
COMPUTER CAPACITY
MANAGEMENT OFFICE
Bernard F Mille r

RETURNS AND
INFORMATION PROCESSING

ASSISTANT COMMISSIONER
Dominic E . Pecorell a

DEPUTY
ASSISTANT COMMISSIONER
Henry H . Philcox

DIVISION DIREC'IX)RS :

NATIONAL COMPUTER CENTER
Martinsburg, W V
Stephen .1 . Stalcup

PROGRAM PLANNING
AND REVIEW SUAFF
Ophelia W Burton

RETURNS PROCESSING AND
ACCOUNTING
Fredric F Perdue

S7ATISTICS OF INCOME
Frederick J. Scheuren

TAXPAYER SERVICE
NVaher M. Alt

OPERATIONS

ASSOCIATE COMM ISSIONER
Philip E. Coates
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COLLECTION

ASSISTANT COMMISSMONER
William M . Wauben

DEPUT Y
ASSISTANT COMMISSIONER
Paul M. Harrington

CRIMINAL INVESTIGATION

ASSISTANT COMMISSIONER
Richard C. Wassenaar

DEPUT Y
ASSISTANT COMMISSIONER
Anthony V Langone

EXAMINATION

ASSISTANT COMMISSIONER
Frederic I! Williams

DEPUTY
ASSISTANT COMMISSIONER
Ralph E Shilling

EMPLOYEE PLANS AND
EXEMP'T ORGANIZATION

ASSISTANT COMMISSIONER
Robert 1 . Braue r

DEPUTY
ASSISTANT COMMISSIONER
Robert E . Withers

DIVISION DIRECTORS:

EMPLOYEE PLANS
TECHNICAL AND ACTUARIAL
Martin 1 . Slat e

EXEMPT ORGANIZATIONS
TECHNICAL '
Edward D . Coleman

INTERNATIONAL
ASSISTANT COMMISSIONER
Percy R Woodard
DEPUTY
ASSISTANT COMMISSIONER
Michael J . Kell y

POLICY AND MANAGEM ENT

ASSOCIATE COMMISSIONER
Vacant

HUMAN RESOURCES
MANAGEMENT & SUPPORT

ASSISTANT COMMISSIONER
Michael P. Dolan

DEPUTY
ASSISTANT COMMISSIONER
Orion L . Birdsall, Jr.

DIVISION DIRECTORS :

DIRECTOR OF PRACTICE
Leslie S . Shapiro

CONTRACTS AND ACQUISITIONS
Vacant

FACILITIES AND INFORMATION
MANAGEMEN'r SUPPORT
John T. Blank

I IUMAN RESOURCES
Robert J. Agresm (Acting)

NATIONAL OFFICE
RESOURCES MANAGEMENT
Suellen P. Hamby

PLANNING, FINANCE, AND
RESEARCH

ASSISTANT COMMISSIONER
John L. Wedick, J r

DEPUTY
ASSISTANT COMMISSIONER
Guerry G . Notte

DIVISION DIRFCTORS :

FINANC E
Stephen E . Taylor

PLANNING
Alan A. Beek

RESEARCH
Frank M . Malanga

DIVISION DIRECTORS :

DATA CENTER
Detroit, Michiga n
Jack L. Schroeder (Acting)

RETURNS & INFORMATION
PROCESSIN G

TAX FORM S
AND PUBLICATIONS
Edmund 1 . Goldwag

REGIONAL AND DISTRICT
OFFICERS

CENTRAL REGION

REGIONAL COMMISSIONER
James D . Hallman

ASSISTANT REGIONAL
COMMISSIONERS :

COLLECTIO N
Donovan H . Williams

CRIMINAL INVES71GATION
Larry R. Hyatt

EXAMINATION
Donald L . Houck

RESOURCES MANAGEMENT
Jon R. Swa n

DATA PROCESSING
Charles F. Jones

DISTRICT DIRECTORS :

CINCINNATI, OH
James J . Ryan

CLEVELAND . OH
Jack R Chivatero

DETROIT. MI
John 0. Humme l

INDIANAPOLIS . IN
William M .Jacobs

LOUISVILLE, KY
Raymond L. Rizzo

PARKERSBURG, WV
Ronald W. Kirby

DIRECTOR,
CINCINNATI SERVICE CEINTER
Patrick J . Bottl e

REGIONAL INSPECTOR
John E . McManus

MID-ATLANTIC REGION

REGIONAL COMMISSIONER
Michael J. Murphy

ASSISTANT
REGIONAL COMMISSIONERS:

COLLECTION
Leroy C . Gay

CRIMINAL INVESTIGATION
Thomas A. Wise

EXAMINATION
Regina M . Deanehan

RESOURCES MANAGEMENT
Joseph F. Kam p

DATA PROCESSING
Donald N . Spagnuolo

DISTRICT DIRECTORS :

BALTIMORE . MD
Teddy R . Kern

NEWARK, NJ
Cornelius J. Coleman

PHILADELPHIA . PA
Charles E . Ruddy

PITTSBURGH . PA
Vacant

RICHMOND, NIA
Gerald R . Esposito

WILMINGTON. DE
Clare Shy Winter

DIRECTOR, 1111ILADELPHIA
SERVICE CENTER
Joseph H . Cloonan

REGIONAL INSPECTOR
Benjamin J. Redmond

MIDWEST REGION

REGIONAL COMMISSIONER
Roger L. Plat e

ASSISTANT
REGIONAL COMMISSIONERS :

COLLECTION
Allen G . Woodhouse

CRIMINAL INVESTIGATION
Warren E . Harrison

EXAMINATION
Leon Moore

RESOURCES MANAGEMENT
Jack E. Shan k

DATA PROCESSING
John T Ade r

DISTRICT DIRECTORS:

ABERDEEN . S D
David II. Reize s

CHICAGO. I L
J. Robert Starkey

DES MOINES, [A
John Edwards

FARGO, ND
Woodrow D. Malone

HELENA . MT
John C. Wendorff

MILWAUKEE, WI
Lawrence M . Phillips

OMAHA, NE
Mitchell E . Premis

SPRINGFIELD, IL
Ira S. Loeb

ST. LOUIS, MO
Robert A. LeBaub e

ST. PAUL . MN
C. Dudley Switzer

DIRECTOR . KANSAS CITY
SERVICE CENTER
Everett Leary

REGIONAL INSPECTOR
Joseph F. Jeeb

NORTH ATLANTIC REGION
REGIONAL COMMISSIONER
Charles II . Brenna n
ASSISTANT
REGIONAL COMMISSIONERS :
COLLECTIO N
Eugene P. Pfeiffer (Acting)
CRIMINAL INVESTIGATION
Bruce V Milburn
EXAMINATION
Marshall V Washburn (Acting)
RESOURCES MANAGEMENT
John J . Dunne
DATA PROCESSING
Francine Crowley

DISTRICT DIRECTORS :

ALBANTY, NTY
Edwin A. Kellehe r

AUGUSTA. ME
James E . Daly, Jr.

BROOKLYN, NY
John J .Jennings

BUFFALO. NY
Gary H . Matthews

BURLINGTON, VT
.Joyce Weitz

HARI'FORD, CT
James E . Quinn

BOSTON. MA
John D .Johnso n

MANHATTAN. NY
Pete J. Medina

PORTSMOUTH . NII
Donald D. Mitgang

PROVIDFNCE. RI
Malcolm A . Licbermann

DIRECTOR . BROOKHAVEN
SERVICE CENTE R
Bobby G . Hughes

DIRECTOR . AND~OVER SERVICE
CENTER
Thomas M . Quinn

REGIONALINSPECTOR
Joseph F. Reinhold
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SOUTHEAS'r REGION
REGIONAL COMMISSIONER
Thomas A . Cardoza
ASSISTANT
REGIONAL COMMISSIONERS :
COLLECTION
Conrad L. Clapper
CRIMINAL INVESTIGATION
Joseph T Pagarni
EXAMINATION
Donald E . Bergherm
RESOURCES MANAGEMENT
Lee R . Monk s
DATA PROCESSING
Henry E. Lecch,Jr.
DISTRICT DIRECTORS :
COLUMBIA. SC
Donald L. Brcihan
ATLANTA,GA
Paul D. Williams
BIPMINCHAM . AL
Philip .J. Sullivan
GREENSBORO.NC
John E. Burke
JACKSON . NIS
Tully Miller
JACKSONVILLE, FL
Vacant
LITTLE ROCK, AR
William F Barlow
NASHVILLE, TN
Alvin H . Kolak
NEW ORLEANS, LA
David G. Blattne r
DIRECTOR . ATLANTA SERVICE
CENTER
Sylvia IT Wren
DIRECTOR. MEMPHIS SERVICE
CENTE R
Raymond P. Keenan
REGIONAL INSPECTOR
Billy G . Morriso n
FT. LAUDERDALE
Merlin W Ileye

SOUTHWEST REGION

REGIONAL COMMISSIONER
Richard C. Voskuil

ASSISTANT
REGIONAL COMMISSIONERS :

COLLECTION
Gerald F Swanson

CRIMINAL INvEsrIGATION
Glenn E . Shepard

EXAMINATION
James R. Kopidlansky

RESOURCES MANAGEMENT
James A. Lindsey

DATA PROCESSING
Charles J. People s

DISTRICT DIRECTORS :

ALBUQUERQUE, NM
Francis L. Browitt

AUSTIN, TX
Gary 0. Booth

CHEYENNE, WY
Vacant

DALLAS.TX
Glenn Cagle

DENVER,CO
Gerald L . Mihibachler

HOUSTON . TX
Arturo A. Jacobs

OKLAHOMA CITY. OR
Kenneth J. Sawyer

PHOENIX, AZ
Prescott A . Berry

SALT LAKE CITY, UT
Carol M . Fay

WICHITA, KS
Clarence M . King, Jr

DIRECTOR ,
AUSTIN SERVICE CENTER
Larry G . Westfall

DIRECTOR ,
OGDEN SERVICE CENTER
Robert E. Wenze l

REGIONAL INSPECTOR
E . Derle Rudd

WESTERN REGION

REGIONAL COMMISSIONER
Thomas P. Coleman

ASSISTANT REGIONAL
COMMISSIONERS:

COLLECTION
James D . Hel m

CRIMINAL INVESTIGATION
Darrell G . Smith

EXAMINATION
Richard S. Wintrode

RESOURCES MANAGEMENT
Charles W Gilbert

DATA PROCESSING
Robert .l. Kensinger, Jr.

DISTRICT DIRECTORS :

ANCHORAGE, AK
Calvin E. Esselstro m

BOISE, ID
Richard R. Orosco

HONOLULU. HI
Harold M . Brownii ng

LAGUNA NIGUEL ' CA
Michael J. Quinn

LOS ANGELES . CA
Frederick C. Nielsen

PORTLAND, OR
Carolyn K . Leonard

LAS VEGAS .NV
Jesse A . Cota

SACRAMENTO, CA
Raymond A . Spillman

SAN FRANCISCO. CA
Francis S . Micel i

SAN JOSE, CA
Elmer W Kletke

SEATTLE, WA
Robert E. Mirsberger

DIRECTOR.
FRESNO SERVICE CENTER
Theron C . Polivka

REGIONAL INSPECTOR
Vacant

CHIEF COUNSEL FOR
THEINTERNAL
REVENUE SERVIC E

WALTER H . SMITH/1866

WILLIAM MCMICHAEL/1871

CHARLES CIIESLEY/1971

THOMAS J. SMITH/1888

ALPHONSO HART/1890

ROBERT T HOUGH/1893

GEORGE At . THONIAS/1897

ALBERT W. WISHARD/1901

A.B. HAYES/1903

FLETCHER MADDOX/1908

ELLIS GJOHNSON/1913

AA . BALLANTINE/1918

D.M . KELLEHER/1919

ROBERT N. MILLEW/1919

WAYNE JOHNSON/] 920

CARL A . MAPES/1920

NELSON T HARTSON/1923

ALEXANDER W GREGG/1925

CLARENCE M . CHAREST/1927

E. BARRETr PRETTYMAN/1933

ROBERT 11 . JACKSON/1934

MORRISON SHAFORTH/1936

JOHN P. WENCHEL/1937

CHARLES OLIPIIANT/1947

CHARLES W DAVIS/1952

DANIEL A . TAYL611/1953

JOHN POTTS BARNES/19S5

NELSON F. ROSE/1957

ARCH M. CANTRALL/1958

HART 11 . SPIEGEL/1959

CRANE C . HAUSER/1961

SHELDON S . COHEN/1964

MITCHELL ROGOVIN/1965

LESTER R. URETZ/1966

K. MARTIN WORTHY/1969

LEE H . HENKEL,JR./1972

MEADE WHITAKER/1973

S`rUARr E. SIEGEL/1977

N . JEROLD COHEN/1979

KENNETH W GIDEON/1981

FRED T. GOLDBERG, JR./1984

WILLIAM F NELSON/198 6

The following are Acting Chief
Counsel during periods when there
was no Chief Counsel holding the
office :

.JOHN W BURRUS
from March 2, 1936, to Nov~ 30, 1936

MASON B . LEMIN G
from Dec. 6, 1951, to May 15, 195 2

KENNETHIK GEMMILL
from June 11, 1953, to Nov. 8, 1953

RUDYR I I ERTZOG
from Dec. 1, 1954, to May 8, 1955,
from Jan . 20, 1961, to Aug . 16, 1961,
and from Sept . 1, 1963, to Jan. 5,
1964

HERMAN I REILING
from Jan . 19, 1957, to March 13, 1957,
and from Aug . 31, 1959, to Sept . 20,
1959

LESTER R . URETZ
from April 1, 1966, to April 11, 1966

RICHARD M . HAHN
from Jan. 20, 1969, to .lune 25, 1969

LEE H . HENKEL, JR.
from Jan. 16, 1972, to June 11, 1972

LAWRENCE B. GIBB S
from April 17, 1973, to Oct. 19, 1973

7 1

CHARLES L SAUNDERS,JR .
from Jan . 20, 1977, to April 15, 197 7

LEON G . WIGRIZER
from April 16, 1977, to June 23, 197 7

LES7ERSrEIN
from June 1 . 1979, to Nm~ 16, 1979

JEROME D . SEBASTIA N
from .lan . 21,1981, to Feb . 2,1981,
and from March 30, 1981 to Aug. 14,
198 1

EMORYL . LANGDO N
from Feb . 3, 1981, to March 29, 198 1

.JOEL GFR13E R
from May 28, 1983, to March 17, 1984

V JEAN OWEN S
from March 14,1986 to .luly 27,198 6

NOTE:
From 1866 to 1926, the chief legal
officer for the Internal Revenue
Service was known as the Solicitor.
For the next eight years, 1926 to
1934, he had the title of General
Counsel for the Bureau of Internal
Revenue . Since 1934 he has operated
under the title of Chief Counsel .

Y" '~4
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PRINCIPAL OFFICERS
OF THE IRS OFFICE
OF CHIEF COUNSEL
as of Sept. 30, 1986

NATIONAL OFFIC E

CHIEFCOUNSEL
William M . Nelson

DEPUTY CHIEF COUNSEL
VJean Owens

SPECIAL ASSISTANT
TO THE CHIEF COUNSEL
James D . Bridgernan

ASSISTANT TIC) THE
DEPUTY CHIEF COUNSEL
Ronald A. Glaser

DIVISION DIRECTORS :

APPEALS
Howard T Martin

OPEPATIONS
Richard .). Mihelcie

ASSOCIATE CHIEF COUNSEL
(LITIGATION)
James J. Keightley

DEPUTY ASSOCIATE CHIEF COUNSEL
Donald T Roce n

SPECIAL LITIGATION COUNSEL
Stephen M . Miller

SPECIAL APPELLATE COUNSEL
Daniel E Folzenlogen

SPECIAL ASSISTANT TO
THE ASSOCIATE CHIEF
COUNSEL (LITIGATION)
Martin Kay e

LITIGATION DIVISION DIRECTORS:

CRIMINAL TAX
Vacant

DISCLOSURE LITIGATION
Peter V Filpi

GENERAL LEGAL SERVICES
William F. Long, Jr.

GENERAL LITIGATION
Arnold E . Kaufman

TAX LITIGATION
Robert P. Ruwe

ASSOCIATE CHIEF COUNSEL
(TECHNICAL )
Peter K. Scott

DEPUTY
ASSOCIATE CHIEF COUNSEL
Marlene Gross

PRINCIPAL TECHNICAL ADVISOR
Michael S . Novey

SENIOR TECHNICAL ADVISOR
David E . Dickinson

TFCHNICAL ADVISORS
Philip Bennet
Vacant

SENIOR STAFF ASSISTANT
Janet Dearborn

STAFFASS M,ANT
Robert O'Har a

TECHNICAL DIVISION DIRECTORS:

CORPORATION TAX
Vacant

EMPLOYEE PLANS AND
EXEMPT ORGANIZATIONS
James J. McGovern

INDIVIDUAL TAX
Mario E . Lombardo

INTERPRETATIVE
James F Malloy

LEGISLATION AND REGULATIONS
Donald 6. Osteen

REGIONAL AND DISTRICT
OFFICERS

CENTRAL REGION

REGIONAL COUNSEL
Clarence E . Barnes, Jr.

DEPUTY REGIONAL COUNSEL
(CRIMINAL TAX)
Charles M . Layton

DEPUTY REGIONAL COUNSEL
(GENERAL LITIGATION)
Robert M . Venable

.

DEPUTYRECIONAL COUNSEL
(TAX LITIGATION)
Mary Helen Weber

ASSISTANT REGIONAL COUNSEL
(GENERAL LEGAL SERVICES)
John A. Freema n

REGIONAL DIRECTOR OF APPEALS
Thomas I Yate s

DISTRICT COUNSEL :

CINCINNATI, OH
Richard E. Trogolo

CLEVELAND, Oil
Buckley D. Sowards

DETROIT. MI
Charles S . Stroad

INDIANAPOLIS. IN
Ross E. Springer

LOUISVILLE. KY
Ferdinand J. Lx)Lz, I H

MID-ATLANTIC REGION

REGIONAL COUNSEL
David E. Gaston

DEPUTY PEGIONAL COUNSEL
(CRIMINAL TAX )
Richard A. Francis, Jr.

DEPUTY REGIONAL COUNSEL
(TAX LITIGATION)
Charles ET Carrol l

DEPUTY REGIONAL COUNSEL
(GENERAL LITIGATION)
John Kissane

ASSISTANT REGIONAL COUNSEL
(GENERAL LEGAL SERVICES)
David .l . Markman

REGIONAL DIRECTOR OF APPEALS
Nelson A. Brooke

DISTRICT COUNSEL:

BALTIMORE. MD
Herbert A. Seidman

NEWARK, NJ
Matthew Magnone

PHILADELPHIA . PA
H . Stephen Kesselman

PITTSBURGH, PA
Donald W Howser

RICHMOND, VA
Marion B. Morton
WASHINGTON, DC
Melvin E. Lefkowitz

MIDWEST REGION

REGIONAL COUNSEL
Denis .l. Conlo n

DEPUTY REGIONAL COUNSEL
(CRIMINAL TAX )
Carleton E . Knechte l

DEPUTY REGIONAL COUNSEL
(GENERAL LITIGATION)
William J. York

DEPUTY REGIONAL COUNSEL
(TAX LITIGATION)
Harmon B. Dow

ASSISTANT REGIONAL COUNSEL
(GENERAL LEGAL SERVICES)
Jeffrey J . Sieburg

REGIONAL DIRECTOR OF APPEALS
Kevin P. Morgan

Qm_~iNi :-,. 7 3

DISTRICT COUNSEL:

CHICAGO. IL
Vacant

DES MOINES. IA
Vacant

HELENA . MT
Thomas C . Morrison

KANSAS CITY, MO
James T. Finlen, Jr.

MILWAUKEE . WI
Nelson E. Shafer

OMAHA . NE
Ronald M. Frykberg

SPRINGFIELD, IL
Jeff . R Ehrlich

ST. LOUIS, MO
Vacant

ST. PAUL . MN
Robert F. Cunningham

NORTH-ATLANTIC REGION

REGIONAL COUNSEL
Agatha L . Versanger

DEPUTY REGIONAL COUNSEL
(CRIMINAL TAX )
Barry J . Finkelstein

DEPUTYREGIONAL COUNSEL
(GENERAL LITIGATION)
Myron Levine

DEPUTY REGIONAL COUNSEL
(TAX LITIGATION )
Jay S. Hamelburg

ASSISTANT REGIONAL COUNSEL
(GENERAL LEGAL SERVICES)
Robert F Hermann

REGIONAL DIRECTOR OF APPEALS
Eugene D. Alexande r

DISTRICT COUNSEL :

ALBANY, N Y
Gerald A . Thorpe

BOSTON. MA
Robert B. Dugan

BROOKLYN. NY
Summer L. Lipsky

BUFFALO, NY
John E . Whit e

HARTFORD . CT
Powell W Holly, Jr.

MANHATTAN, NY
Joseph F Maselli

SOUTIIEA';rr REGION

REGIONAL COUNSEL
Jack D . Yarbrough

DEPUTY REGIONAL COUNSEL
(CRIMINAL TAX )
Jack Morton

DEPUTYREGIONAL COUNSEL
(GENERAL LITIGATION)
Ronald E Campbell

DEPUTY REGIONAL COUNSEL
(TAX LITIGATION)
Ray L. Allison

ASSISTANT REGIONAL COUNSEL
(GENERAL LEGAL SERVICES)
Harry G . Maso n

REGIONAL DIRECTOR OF APPEALS
Robert B . Douthitt

DISTRICT COUNSEL:

ATLANTA, CA
Dean R . Morley, III

BIRMINGHAM . AL
John B . Harper

GREENSBORO.NC
Alan 1 . Weinburg

JACKSONVILLE, FL
Ray S . Fischbeck

MIAMI, FL .
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